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There was the day that
affected profound and
unimaginable changes.

But in one very small way,
the day after was like all
the days before it.
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It is difficult to know exactly the appropriate way to feel-to be the CEO of a company that performed
so well in such unimaginable circumstances.

Henry Ford once called obstacles “those frightful things you see when you take your eyes off your
goal” While that observation still has some truth to it, | think we’ve learned that sometimes obstacles are
those things you simply have to address before you can reach your goal. Clearly, the events of 2001, like
no other year in our industry’s history, forced us all o deal with obstacles beyond our control and beyond
our imagination. It forced us all to look at most everything differently. Yet, [ can tell you that just as in the
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QUr SSS @ the aftermath. Everyone in our industry faced the challenges of this
F@magﬂ@d O COUFS@ uncharted territory in different ways. Each, in their own way,

Ef@ mﬁgﬂﬁu achieved the remarkable simply by persevering and not folding. |
@ am very proud o be part of an industry that quietly set such an
Again.

days before September 11, we kept our eyes on our goals even in

admirable example of strength and determination. | am even more
proud to be at the helm of an airline that not only persevered, but managed to be profitable, excluding
special items, in the face of these challenges.

What your company achieved in 2001 could certainly be credited to the outstanding efforts of our
Crew Members, our growing fleet of new Boeing 717s, and our expanding system of very valuable
markets. But underlying all these essential elements is the real key to our success in 2001—the same
reason we were so successful in 2000, as well as 1999, We have a business plan so solid, it performs
even in the most unimaginably difficult environment. It is a plan designed and built to work well in good
times and bad. The past few years, and this last year in particular prove that beyond a doubt.

Our achievements would have been significantly more difficult were it not for the industry-leading
agreement the Company reached with the International Brotherhood of Teamsters and the National Pilots
Association allowing us to avoid involuntary furloughs following the events of September 11. These
agreements are testament to the dedication of our people. It's also recognition by the people of AirTran
Airways that this is a company with a long and bright future. Aiso critical to our success in 2001 and
beyond is the new four-year labor agreement reached with the National Pilots Association.

Another important milestone for your Company was becoming listed on the New York Stock
Exchange on August 15, 2001. This is a powerful reflection of the fact that this airline is taking its rightful
place in the American economy.

We achieved earnings of $21.7 million, excluding special items (see Management’s Discussion and
Analysis of Financial Condition and Results of Operations), obtained on operating revenues of $665.2
million, up 8.6 percent from $624.1 million the previous year. Your Company ended the year with $130.0
million in cash, a 25.2 percent increase from $103.8 million a year ago.

We were able to maintain and, in fact, strengthen our very enviable position as the second largest
4 airline at the world’s busiest airport. We flew 4.5 billion revenue passenger miles (RPMs) in 2001, a

9.8 percent increase over the 4.1 billion RPMs flown in 2000. We grew our capacity by 11.6 percent or
6.5 bilion available seat miles (ASMs}), resuiting in a 8.9 percent load factor. More than 8.3 million

passengers flew with us in 2001, up from 7.6 million in 2000, a new company record.




AirTran Airways also maintained our strong market share in Atlanta by quickly returning to pre-
September 11 service levels, as well as adding flights to new markets such as Pensacola and Tallahassee,
Florida, in addition to Baltimore-Washington (BWI). Another major component of our growth was the
launching of new nonstop service at BWI to Atlanta, Boston and Orlando. We announced new nonstop
service from BWI to Ft. Lauderdale, Ft. Myers, Miami, Rochester and Tampa. The airline also began new
nonstop service from Newport News/Williamsburg, Virginia, to New York (LaGuardia) and Orlando.

Continuing to build our system through strategic public/private marketing partnerships, such as earlier
agreements with Grand Bahama Island and Guiport/Biloxi, Mississippi, we began working with the State of
Florida and the city of Tallahassee to build intrastate traffic. These discussions resulted in the creation of
service from Atlanta to Tallahassee, Tallahassee to Tampa, and Tampa to Miami, which began November 15,
2001. We also commenced discussions with airport authorities in Rochester, New York, and Wichita,
Kansas, leading to new service in those markets that begin in 2002, All of these new routes give AirTran
Airways increased opportunities in very valuable, high traffic markets while continuing to meet an optimum
balance of leisure and business demand and diversify our network beyond Atlanta. The public/private
partnership model mitigates AirTran Airways’ risk of expansion in an uncertain economy and provides the
community with the economic benefits of quality low-fare service.

We achieved what we did in 2001 in large part because we were on track for another record-setting
year prior to September 11, and because as soon as it was physically possible, we were back in the air
at more than 80 percent capacity right out of the gate. We were one of the first U.S. airlines to return to
pre-September 11 levels of service. We remain one of the only domestic carriers to have actually increased
the total number of scheduled flights beyond our pre-September 11 levels. We were also the first airline in
the country to tell our customers through an aggressive advertising and public relations campaign that
it was indeed, time to “Get back to business.”

Beyond simply being there first for our customers by quickly returning to a nearly full schedule, the
airline was also very successful in encouraging business flyers back onboard with our “Fly Three, Get One
Free” promotion. This offer made it extremely attractive for people to choose AirTran Airways by offering
a free ticket anywhere we fly with only three roundtrips. This promotion not only expedited the airline’s
progress back to healthy load factors, it motivated many new customers and strengthened our long-term
bond with our most loyal flyers.

During 2001, AirTran Airways accepted delivery of 14 additional Boeing 717 aircraft, bringing our 717
fleet total to 30. By year-end 2001, more than 50 percent of our fleet was comprised of 717s, a plane that
has more than fived up to its billing as the industry’s quietest, most efficient and economical airplane. With
a fuel burn 24 percent better than the aircraft they are replacing, our 717s save the company more than
$6 milion annually in fuel costs alone. The airline plans to take delivery of an additional 20 717s in 2002.

By the end of 2002, AirTran Airways will have one of the youngest, most fuel-efficient fleets in the industry.
The aircraft has a state-of-the-art flight deck including two global positioning systems, as well as wind shear
and auto land systems. Passenger amenities include 100 percent fresh air circulated throughout the cabin,
and EasyFit overhead storage bins with the same storage capacity per person as Boeing’s 747 aircraft,

Flight completion factors also improved for the airline, in part due to the efficiency of the 717 aircraft.




Continuing to build on the foundation for our sustained growth, an important achievement was an
agreement with Boeing which completed the refinancing of $230 million of the airling’s outstanding debt.
This enables us to not only continue but accelerate the tremendous momentum of the past year and sets
the stage for even more impressive long-term growth.

Everywhere we go, AirTran Airways continues to directly affect the price of airfare in the market—
keeping air travel affordable for America’s traveling public in the cities we serve. We accomplish this while
continuing to improve our percentage of completed flights and on-time arrivals. This is a large part of why
we were named Airline of the Year by the Southeast Chapter of the American Society of Travel Agents for
the third consecutive year, as well as Best Low Fare Airline of the Year by Entrepreneur Magazine for the
second year in a row,

AirTran Airways also continued to be a Ileader in airline Internet bookings, with more than half of our
reservations coming from the Internet - most of which are booked via the airline’s website, airtran.com.
Booking tickets online is the most cost-efficient method for the airline, allowing AirTran Airways to pass the
savings on to consumers, such as the additional five dollars off sale fares.

Reliability and customer peace of mind are unquestionably key to our success. So it's extremely
gratifying to have received our sixth consecutive Air Maintenance Technical Diamond Certificate of
Excellence for Maintenance Training by the Federal Aviation Administration. Attaining these levels of
excellence makes it easy to see how we were able to achieve a 99.2 percent flight completion factor at the
end of the year.

Even all of these accomplishments barely go beyond scratching the surface of what your Company
really achieved in 2001. I've mentioned only a small percentage of the events, balance sheet items and
other measurable accomplishments. | could write pages mcre and still have left many out. At the foundation
of these achievements was a solid business plan that withstood tremendous pressure.

And yet, even if all the guantifiable things were noted, it still wouldn’t properly frame what your
Company achieved in 2001. | don’t believe it's possible to communicate what the people of AirTran Airways
made happen, what they did as a team, what they did as individuals. A year like 2001 makes hyperbole
understatement. So let me just say, in 2001 your Company did very well.

BRI

e Leonard

Chairman and Chief Executive Officer
March 25, 2002
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Market Information

Our common stock, $.001 par value, is traded on the New York Stock Exchange under the symbol “AAI” Prior to August 15, 2001, our common
stock was traded on the American Stock Exchange under the symbol “AAL" The following table sets forth the reported high and low sale prices for
our common stock for each quarterly period during 2001 and 2000:

2001 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
High $10.40 $12.25 $10.56 $7.18
Low $ 8.50 $ 7.50 $ 2.60 $3.50
2000 1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
High $5.09 $5.00 $4.04 $7.38
Low $3.72 33.88 $3.24 $3.88

As of February 28, 2002, there were approximately 4,925 stockholders of record.

Dividends

Historically we have not declared cash dividends on our common stock. In addition, our debt indentures restrict our ability to pay cash dividends.
We intend to retain earnings to finance the development and growth of our business. Accordingly, we do not anticipate that any dividends will be
declared on our common stock for the foreseeable future. Future payments of cash dividends, if any, will depend on our financial condition, results
of operations, business conditions, capital requirements, restrictions contained in agreements, future prospects and other factors deemed relevant

by our Board of Directors.




Selected Financial and Operating Data
The following financial information for the five years ended December 31, 2001 has been derived from our consolidated financial statements.

This information should be read in conjunction with the consolidated financial statements and related Notes thereto included elsewhere herein.

2001 2000 1999 1998 1997
Financial Data:
(In thousands, except per share data)
Operating revenues $665,164 $624,094 $523,468 $439,307 $211,456
‘ Net income (loss) (2,757)" 47,436 (99,394)= (40,738)® (96,663)
Earning loss per common share:
Basic (0.04) 0.72 (1.53) (©.83) (1.72)
Diluted {0.04) 0.68 (1.53) (0.63) (1.72)
Total assets at year-end 497,816 546,255 467,014 376,406 433,864
Long-term debt obligations including current
maturities at year-end 268,211 427,903 415,688 245,994 250,712
Operating Data:
Revenue passengers 8,302,732 7,566,986 €,460,533 5,462,827 3,005,731
Revenue passenger miles (RPM) (000s)® 4,608,007 4,115,745 3,473,480 3,244,539 1,597,585
Available seat miles (ASM) (000s)® 6,537,756 5,859,395 5,467,556 5,442,234 3,017,892
: Passenger load factor™ 68.2% 70.2% 63.5% 50.6% 52.9%
Break-even load factor® 66.3% 64.7% 59.4% 61.5% 76.4%
1 Average vield per RPM® 14.39¢ 14.70¢ 14.01¢ 12.97¢ 12.58¢
A Passenger revenue per ASM™ 28.92¢ 10.32¢ 8.90¢ 7.73¢ 6.66¢
Operating cost per ASM™ 9.33¢ 9.27¢ 8.19¢ 7.91¢ 9.37¢
Operating cost per ASM, excluding aircraft fuel™ 7.20¢ 6.87¢ 6.94¢ 6.59¢ 7.75¢
Average stage length (miles) 547 537 528 548 468
Average cost of aircraft fuel per gallon 93.85¢ 100.89¢ 49.95¢ 54.87¢ 69.00¢
Average dalily utilization (hours:minutes)™® 9:54 10:18 9:54 9:42 8:25
Number of operating aircraft in fleet at end of period 59 53 47 50 53

Note: All special items listed below are pre-tax.

(1) Includes a $28.0 million impairment loss related to our DC-8 flest, an $18.1 million impairment loss/lease termination charge related to our retired B737 fleet, special charges of $2.5 milion
incurred during the Federal ground stop order, a $29.0 million grant from the U.S. government pursuant 1o the Air Transportation Safety and System Stabilization Act (the Stabilization Act),
and the cumulative effect of a change in accounting principle of $0.7 million

(?) Includes a $147.7 million impairment loss related to our DC-9 fleet and a gain of $19.6 million for a fitigation settlerment

(3) Includes a $27.5 million impairment loss related to our B737 aircraft

(4) Includes a $24.8 milion charge related to the shutdown of the alrline in 1996 and a $5.2 million charge for the renaming of the airline in connection with the merger with Airways Corporation in
November 1997

(5) The number of scheduled revenue miles flown by passengers
(6) The number of seats available for passengers multiplied by the number of scheduled miles sach seat is flown
(7) The percentage of aircraft seating capacity that is actually utiized (RPMs divided by ASMs)
(8) The percentage of seats that must be cccupied by revenue passengers in order for us to break even on a pre-tax income basis, excluding special items
y {9 The average amount one passenger pays to fiy one mile
(10) Passenger revenue divided by ASMs
{11) Operating expenses, excluding specia! items, divided by ASMs

(12) Operating expenses, sxcluding aircraft fuel expense and special items, divided by ASMs

(13) The average number of hours per day that an aircraft flown is operated in revenue service
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The information contained in this section has been derived from our historical financial statements and should be read together with our historical
financial statements and related notes included elsewhere in this document. The discussion below contains forward-locking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These
forward-looking statements involve risks and uncertainties including, but not limited to: consumer demand and acceptance of services offered by us,
our ability to achieve and maintain acceptable cost levels, fare levels and actions by competitors, regulatory matters, general economic conditions,
commodity prices and changing business strategies. Forward-looking statements are subject to a number of factors that could cause actual results
to differ materially from our expressed or implied expectations, including, but not limited to: our performance in future periods, our ability to generate
working capital from operations, our ability to take delivery of and to finance aircraft, the adequacy of our insurance coverage and the results of

"o o

litigation or investigations. Our forward-looking statements can be identified by the use of terminology such as “anticipates,” “expects,” “intends,”

” o

“believes,” "will” or the negative thereof, or variations thereon or comparable terminology. We undertake no obligation to publicly update or revise

any forward-looking statement, whether as a result of new information, future events or otherwise.

Year in Review

in 2001, we achieved a number of significant accomplishments during a highly challenging period in the commercial airline industry. Our operations
continued to grow as we took delivery of 14 new Boeing 717-200 (B717) aircraft while inaugurating service to three new cities. Continuing with

our aircraft fleet modernization program we retired four McDonnell Douglas DC-9 (DC-9) aircraft in addition to retiring the last four aircraft in our
Boeing 737 (B737) fleet. We introduced new technologies that more quickly and easily process flight reservation information as well as streamlined
the overall check-in process for our customers. Other strategic systems were implemented to optimize the scheduling of our flight crews and to
automate key maintenance and engineering functions. During the second quarter of 2001, we successfully refinanced a portion of our debt obligations
and recorded our tenth consecutive quarter of profitability (excluding special items).

Following the terrorist attacks against the United States on September 11, 2001 {the September 11 Events) we were faced with significant challenges to
our operational and financial performance. Despite a slowing U.S. economy, which was generally having a negative effect on the demand for air travel
prior to September 11, 2001, we believe we would have been profitable in the third and fourth quarters of the year were it not for the significant effect
of the September 11 Events. The recent challenges have kept us focused on maintaining our low cost structure and have spurred innovative solutions

to new market development. For example, using a market development program which we call the “Public/Private Partnership” we have joined with
several local government and business interests to develop revenue guarantee programs and other marketing incentives to lessen the risks of new
market entry. In additicn, capacity reductions by certain major air carriers have created a number of opportunities which previously did not exist.

Looking forward to 2002, we anticipate returning to profitability in the second quarter and for the remainder of the year. We expect operating
revenues to grow as we increase ASM capacity by 20 percent (including a resumption of flights which were curtailed following the September 11
Events representing approximately five percent). We plan to add 20 B717 aircraft while retiring 14 DC-9s, resulting in a net increase of six aircraft

on a year-over-year basis. In 2001, particularly following the September 11 Events, certain operating expenses, primarily security and aircraft insurance
costs, significantly increased compared to historical averages while fuel prices declined. Our security and aircraft insurance expenses are expected to
remain significantly higher in 2002 compared to the costs we have experienced in the past. Although we were able to offset these increased operating
expenses in 2001 with lower fuel prices, there can be no assurance we will be able to continue to offset any additional expenses resulting from further
changes to security procedures or medifications to aircraft insurance costs.

Resulls of Operations

2001 Compared to 2000

Summary

We recorded a net loss, before the cumulative effect of a changs in accounting principle, of $2.1 million in 2001 ($0.03 per diluted share) compared
to 2000 net income of $47.4 million ($0.69 per diluted share). The cumulative effect of a change in accounting principle for 2001, which related to
our adoption of Statement of Financial Accounting Standards No. 133 (SFAS 133), “Accounting for Derivative instruments and Hedging Activities,’
was $0.7 milion (30.01 per diluted share), net of taxes of $0.1 million (see Note 2 to the consolidated financial statements). Our operating income

for 2001, including special items of $19.6 million, was $35.7 million compared to $81.2 million in 2000. The 2001 special items in operating income
reflect reductions in aircraft fleet values, aircraft lease termination charges, special charges related to the September 11 Events and the entire amount

of compensation we expect to receive from the U.S. government pursuant to the Stabilization Act. Our nonoperating expenses for 2001, including

a special item of $4.3 million, was $34.6 milion compared to $33.7 million in 2000. The 2001 special item in nonoperating expenses represents




additional debt discount amortization resulting from the exercise of conversion rights on approximately two-thirds of our 7.75% Convertible Notes.
Upon conversion, we expensed $3.8 milion of the debt discount and $0.5 million of debt issuance costs associated with our 7.75% Convertible
Notes. A summary of the 2001 special items, including where the amounts are recorded in our Consolidated Statements of Operations, is listed below:

(in millions)
Income/(Expense)

Description Operating Nonoperating Total
Reduction of B737 and DC-9 fleet values and lease termination charges (see Note 13) $46.1) $ — $(46.1)
September 11th special charges (see Note 3} (2.5) — (2.5)
Government grant (see Note 3) 29.0 — 29.0
Debt discount amortization (see Note 7) — (4.3) 4.3)
$(19.6) $(4.3) $(23.9)

The net effect of these special items reduced our net income (loss) from $21.7 million to $(2.8) million and reduced our sarnings (ioss) per commaon
share from $0.32 to $(0.04).

Operating Revenues

Qur operating revenues for the year increased $41.1 million (6.6 percent) primarily due to an increase in passenger revenues, We increased our
capacity (available seat miles or ASMs) by 11.6 parcent due to the continuation of our fleet renewal program which resulted in the addition of 14 B717
aircraft and the retirement of four DC-9 and four B737 aircraft during the year. Our traffic (revenue passenger miles or RPMs) increased by 9.5 percent
which when combined with the increase in ASMs resulted in a 1.3 percentage point decline in our passenger load factor. Our passenger yields also
declined by 2.1 percent to 14.39 cents per RPM, which in conjunction with the higher traffic resulted in a $43.7 million increase in our passenger
revenues. Cargo revenues declined by $2.2 million during the year due to the fact that we carried less mail for the U.S. Postal Service.

Our financial results for the first eight months of 2001 were considerably different from those of the remainder of the year primarily due to the impact
of the September 11 Events on our passenger revenues. With the intent of providing 2 more meaningful understanding of this effect, we will further

discuss the 2001 resuits in two time pericds as follows: January through August, and September through Becember.

For the period of January through August 2001, the slowing of the U.S. economy resulted inttially in greater price awareness by air travelers followed

by an overall decline in the demand for air travel. This increased price awareness tended to benefit low fare airlines during this time pericd, as demon-
strated by our revenue performance. Despite a nearly 18 percent increase in capacity during this period, we experienced even higher levels of passen-
ger demand which resulted in our load factor increasing by 1.7 percentage points over the same period in the previous year. Our passenger yields also
increased by 3.2 percent to 15 cents per RPM. This resulted in our passenger revenuss increasing by $95.5 million over the comparable period in 2000.

Qur passenger revenues for the period from September through December 2001 were significantly affected by the September 11 Events. In response
to the terrorist attacks, the Federal Aviation Administration (FAA) immediately issued a Federal ground stop order on September 11th, which prohibited
all civil aviation flights from operation within the national airspace of the United States. The U.S. airspace was not reopened until September 13th,

at which time we resumed operating a portion of our pre-September 11th scheduled operations. Once flights resumed, passenger traffic and yields
were significantly lower than we had experienced prior 1o September 11th. In an effort to match our capacity to the reduced level of demand, we
reduced our operations to levels similar to those we operated during the same pericd in 2000, despite the fact that we had been successful in growing
our capacity by 18 percent earlier in the year. In addition, many corporations curtailed their business travel and leisure travelers cancelled or postponed
vacations, which forced airlines to reduce airfares in an attempt to stimulate demand. Despite these actions, our traffic dropped by over 11 percent
which resulted in our passenger load factor declining eight percentage points compared to the previous year. Passenger yields also suffered during this
period and declined nearly 15 percent year-over-year. This resulted in a $51.8 million, or 25 percent, decline in passenger revenues compared to the

same time period in 2000.

Operating Expenses
Our operating expenses increased by $86.5 million (15.9 percent) on an ASM increase of 11.6 percent. Excluding the special items recognized during
2001 that are described above, our operating expenses increased by $66.9 millicn (12.3 percent). Operating cost per available seat mile (CASM),

exciuding the special items, increased 0.6 percent from 9.27 cents to 9.33 cents, primarily due to the aircraft rent associated with the lease financing

of a greater number of aircraft and increased personne! costs.




Cperating expenses per ASM for 2001 and 2000 were as follows:

2001" 2000  Percent Change

Salaries, wages and benefits 2.43¢ 2.34¢ 3.8%
Aircraft fuel 2.13 2.40 (11.3)
Maintenance, materials and repairs 1.05 1.25 (16.0)
Distribution 0.69 0.68 1.5
Landing fees and other rents 0.55 0.49 12.2
Marketing and advertising 0.28 0.28 —
Aircraft rent 0.54 0.22 145.5
Depreciation 0.43 0.39 10.3
Other operating 7.28 1.22 0.8

Total CASM 9.33¢ 9.27¢ 0.6%

(1) CASM figures above were adjusted to exclude the following special items:
Impairment loss/lease termination of $46.1 million, special charges of $2.5 million and a government grant of $29.0 miliion.

Salaries, wages and benefits increased $21.7 milion (15.8 percent overall or 3.8 percent on a CASM basis) primarily due to increases in the number
of employees to support our year-over-year growth, in addition to contractual wage and benefit increases for our employee groups represented by
labor unions.

Aircraft fuel expense, including fuel-hedging activities, decreased $1.0 million (0.7 percent overall or 11.3 percent on a CASM basis) primarily due to
a 7.0 percent decrease in the average price per gallon of aircraft fuel, offset by a 6.5 percent increase in the quantity of fuel consumed in our flight
operations. Our average price per gallon of aircraft fuel, including all fees and taxes, was 93.85 cents in 2001 compared to 100.89 cents in 2000.
The 2001 and 2000 prices are net of $(2.5) million and $5.1 million in hedging gains (losses), respectively. The improvement in aircraft fuel CASM
reflects the increased number of B717 aircraft and the retirement of DC-8 and B737 aircraft during 2001.

Maintenance, materials and repairs decreased $4.6 million (6.2 percent overall or 16.0 percent on a CASM basis) primarily due to fewer DC-9 and
B737 airframe and engine repairs performed in accordance with our maintenance schedule. The timing of maintenance to be performed is predomi-
nantly determined by the number of hours the aircraft and engines are operated and their age. During 2001, we retired the B737 aircraft type from
our operating flest in addition to four DC-9 aircraft. The composition of our aircraft fleet continued to shift towards a greater percentage of new B717
aircraft which generally require less costly and less frequent scheduled maintenance.

Distribution expenses increased $5.4 million (13.6 percent overall or 1.5 percent on a CASM basis) primarily due to a higher volume of transactions
incurring computer reservations system (CRS) fees. Qur enplanement increase of 9.7 percent and $43.7 million growth in passenger revenues gener-
ally correlated to a greater amount of sales subject to credit card transaction fees and sales commissions. Credit card and commission expenses were

up 10.6 percent and 6.2 percent, respectively.

Landing fees and other rents increased $6.9 million (24.1 percent overalt or 12.2 percent on a CASM basis) primarily due to our operations growth, in
terms of both the number of cities served and total departures. Service to four new cities was introduced in 2000 Grand Bahama Island, Minneapolis/
St. Paul, Pittsburgh and Toledo; t'hree new cities were introduced in 2001 Baitimore/Washington, Pensacola and Tallahassee. Our facilities rent increased
$5.0 million, a significant portion of which came from the new cities we served. Our expanded operations generated an 8.8 percent increase in the
level of departures, which in turn raised our landing fees by $2.2 million.

Marketing and advertising expenses grew by $2.1 million (12.5 percent overall, but flat on a CASM basis) as we increased our promotional activity to

support our inauguration of service to three new cities.

Aircraft rent increased $22.7 miflion (180.3 percent overall or 145.5 percent on a CASM basis) as a result of the lease financing of new B717 aircraft.
During 2001, we introduced one new B717 aircraft per month into our fleet, untii December when three B717s were added, for a total of 14 new lease

financed aircraft. In addition, during the first quarter of 2001, we lease financed three B717 aircraft which had been delivered in the fourth quarter of

2000 with interim financing from the manufacturer.




Depreciation expense increased by $5.1 milfion (22.0 percent overall or 10.3 percent on a CASM basis) due to an increase in DC-9 capitalized improve-

ments, the reassessment of our B737 salvage values and the provisioning of spare parts for our growing B717 aircraft fleet.

Other operating expenses increased $8.6 million (12.1 percent overall or 0.8 percent on a CASM basis) primarily due to significant increases to passen-
ger liability insurance coverage and security costs in the fourth quarter of 2001, employee training costs and passenger-related costs associated with

our grewth during 2001.

Impairment loss/lease termination expenses represent $38.8 million of charges related to decreases in the fair market values of our DC-9 and B737
aircraft fleets. These charges were calculated in accordance with Statement of Financial Accounting Standards No. 121 (SFAS 121), “Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of” In addition, we recorded a $7.3 million charge related to the
termination of a B737 lease. See Note 13 to the consolidated financial staterments.

Special charges primarily represent operating costs incurred during the FAA's ground stop order following the September 11 Events.

Government grant represents the entire amount of compensation we expect to receive from the U.S. government pursuant to the Stabilization Act.
This amount is discussed in Note 3 1o the consolidated financial statements.

Nonoperating Expenses

Other expense, net, included interest income and interest expense, a special item and an adjustment related to our fuel hedges in accordance with
SFAS 133. Interest income decreased 11.5 percent primarily due to lower rates of return on invested cash, partially offset by higher amounts of
invested cash. Interest expense decreased 4.8 percent primarily due to overall lower debt obligations, partially offset by higher interest rates associated
with our refinanced debt (see Note 7 to the consolidated financial statements). The special item represents additional debt discount amortization
resulting from the exercise of conversion rights on approximately two-thirds of our 7.75% Convertible Notes. Upon conversion, we expensed $3.8 mil-
lion of the debt discount and $0.5 million of debt issuance costs associated with our 7.75% Convertible Notes. These amounts are shown on the
Consclidated Statements of Operations as Convertible Debt Discount Amortization. In accordance with SFAS 133 (see Notes 5 and 16 to the

consolidated financial statements) we also recognized fuel-hedging gains of $2.2 million.

Provision for Income Taxes

Our income tax expense was $3.2 million compared to $0 in the prior year. The 2001 tax expense resulted from the utilization of a portion of our
$141.0 million of net operating loss (NOL) carryforwards existing at December 31, 1998, offset in part by alternative minimum tax and the application
to goodwill of the tax benefit related to the realization of a portion of the Airways Corporation, Inc. NOL carryforwards. We have not recognized any
benefit from the future use of operating loss carryforwards, because our evaluation of all the available evidence in assessing the realizability of tax
benefits of such loss carryforwards indicates that the underlying assumptions of future profitable operations contain risks that do not provide sufficient

assurance to recognize such tax benefits currently.

2000 Compared to 1999

Summary

For 2000, we recorded operating income of $81.2 million, pre-tax income and net income of $47.4 million and earnings per common share of $0.69
on a diluted basis. For 1999, including a pre-tax impairment charge of $147.7 million and a litigation settlement gain of $19.6 million, we recorded an
operating loss of $72.0 million, a pre-tax loss of $96.7 million, a net loss of $99.4 milion and a loss per common share of $1.53 on a basic and diluted
basis. The impairment loss and litigation settlement gain increased our loss per common share by $1.98.

Operating Revenues
Operating revenues increased by $100.6 million (18.2 percent) primarily due to an increase in passenger revenues. The increase in passenger revenues
was principally driven by a 6.7 percentage point increase in load factor and a 4.9 percent increase in passenger yield. As a result, our unit revenue or

RASM increased 16.0 percent 1o 10.3 cents.

During 2000, we increased our capacity, or ASMs, by 7.2 percent with the addition of eight new B717 aircraft. In addition, RPMs increased by
18.5 percent, resulting in a record load factor of 70.2 percent. The increase in passenger yield resulted primarily from additional business travelers

purchasing higher fares during the year. Notwithstanding the improved passenger yield and passenger load factor, we continue to experience aggressive

competition that could negatively impact future yields and loads.




Other revenues decreased $18.0 milion (54.4 percent). Excluding a litigation settlement gain of $19.6 million in 1999, other revenues increased $1.6

million or 12.1 percent on a year-over-year basis.

Operating Expenses

Operating expenses decreased by $52.5 million (8.8 percent). Excluding the 1999 pre-tax SFAS 121 impairment charge of $147.7 million to reduce
the book value of our DC-9 aircraft, operating expenses increased by $95.2 million or 21.3 percent. CASM increased by 13.2 percent, primarily due
to a 105.5 percent increase in aircraft fuel expense. Excluding fuel costs, CASM decreased approximately 1.0 percent to 6.9 cents per ASM.

Salaries, wages and benefits increased $16.7 million (13.8 percent overall or 5.9 percent on a CASM basis) primarily due to contractual wage rate
increases and additional personnel required for the higher level of operations in 2000.

Aircraft fuel expense increased $72.1 million (105.5 percent overall or 92.0 percent on a CASM basis) primarily due to increases in the cost of fuel.
During 2000, the average cost of aircraft fuel per gallon was approximately $1.01, compared to an average cost per gallon in 1999 of approximately
$0.50. The cost of aircraft fuel was net of approximately $5.3 million and $14.2 million in gains from hedging activities in 2000 and 1999, respectively.

Maintenance, materials and repairs decreased $13.1 million (15.2 percent overall or 20.9 percent on a CASM basis) primarily due to a lesser number
of B737 and DC-9 airframe and engine repairs performed during 2000 in accordance with our maintenance schedule. The timing of maintenance to

be performed is determined by the number of hours the aircraft and engines are operated and their age.

Distribution expenses increased $2.7 million (7.2 percent overall, but flat on a CASM basis) primarily due to an increase in commissionable sales

generated by travel agents, offset by a rate reduction from 8.0 percent to 5.0 percent during the fourth quarter of 1998.

Landing fees and other rents increased $1.7 million (6.5 percent overall, but flat on a CASM basis) primarily due to increased departures. On a CASM
basis, these expenses remained flat on a year-over-year basis. We operated 101,644 departures in 2000 and 96,858 departures in 1999, an increase
of 4.9 percent,

Aircraft rent increased $7.7 million (159.1 percent overall or 144.4 percent on a CASM basis) primarily due to the lease financing associated with five
of the eight new B717s delivered during 2000, as well as the sale-leaseback of seven DC-8 aircraft in the fourth quarter of 1899.

Depreciation expense decreased $5.4 million (19.1 percent overall or 25.0 percent on a CASM basis) primarily due to the reduction in book value of
our DC-9 fleet as a result of the 1998 SFAS 121 impairment charge and the sale-leaseback of seven DC-9 aircraft in the fourth quarter of 1999,

Other operating expenses increased $12.1 million (20.6 percent overall or 13.0 percent on a CASM basis) primarily due to increased passenger related

expenses associated with the greater number of passengers served, and to costs refated to supporting and maintaining our existing automation systems.

Impairment loss/lease termination expenses reflect the decision we made in the fourth quarter of 1999 to accelerate the retirement of our owned DC-9
fleet to accommodate the introduction of the B717 fleet. This $147.7 million impairment charge was recorded in accordance with SFAS 121 and is
discussed in Note 13 to the consolidated financial statements.

Nonoperating Expenses

Interest expense, net, increased 36.7 percent, primarily due to the debt financing of eight B717 aircraft delivered in the third and fourth quarters

of 1999, as well as three B717s delivered in the fourth quarter 2000. The 1999 deliveries were financed utilizing the proceeds from the issuance of
enhanced equipment trust certificates (EETCs). Three of the 2000 deliveries were financed utiizing debt issued by an affiliate of the airframe manu-

facturer. Offsetting a portion of the increased interest expense, interest income increased 76.0 percent as a result of higher invested cash balances.

Provision for Income Taxes

As of December 31, 2000, we had not recognized any benefit from the future use of operating loss carryforwards, because our evaluation of all the
available evidence in assessing the realizability of tax benefits of such loss carryforwards indicated that the underlying assumptions of future profitable
operations contained risks that did not provide sufficient assurance to recognize such tax benefits at that time. As a resuit, income tax expense

was 30 and $2.7 million in 2000 and 1999, respectively. The 1999 tax expense resulted from the utilization of a portion of our $141,0 million of NOL




carryforwards existing at December 31, 1998, offset in part by alternative minimum tax and the application to goodwill of the tax benefit related
1o the realization of a portion of the Airways Corporation, Inc. NOL carryforwards.

Liquidity and Capital Resources

We rely primarily on operating cash flows to provide working capital. We presently have no lines of credit or short-term borrowing facilities. As of
December 31, 2001, our cash and cash equivalents, including restricted cash, totaled $130.0 million compared to $103.8 million at December 31,
2000. The deferral of $16.5 million in excise tax payments until January 2002 in accordance with the Stabilization Act is reflected in our 2001 year-end
cash balance. We generally must satisfy all of our working capital expenditure requirements from cash provided by operating activities, from external
capital sources or from the sale of agsets. Substantial portions of our assets have been pledged to secure various issues of our outstanding indebted-
ness. To the extent the pledged assets are sold, the applicable financing agreements generally require the sales proceeds to be applied to repay the
corresponding indebtedness. To the extent our access to capital is constrained, we may not be able to make certain capital expenditures or continue

o implement certain other aspects of our strategic plan.

As of December 31, 2001, our cash and cash equivalents including restricted cash increased by $26.2 million compared to December 31, 2000.
Net cash provided by operating activities was $95.4 million for 2001, a §26.0 million increase over the prior year. Our operating cash flow results
for 2001 reflect the receipt of $24.6 million from the U.S, Department of Transportation and the deferral of $16.5 million in excise tax payments until
January 2002 in accordance with the Stabilization Act.

Net cash used for investing activities was $31.2 million and consisted of purchases of property and equipment and the payment of aircraft purchase
deposits offset in part by proceeds from the disposal of equipment. In 2001, we sold 17 B717s (14 of which were acquired from Boeing during 2001,
as discussed below) under our lease financing commitment with Boeing Capital Services Corporation (Boeing Capital). Our lease financing commit-
ment was for the purchase and sale-leaseback of up to 20 B717s. By the end of 2001 all 20 aircraft under this commitment were purchased with
corresponding sale-leaseback transactions completed. Related to the refinancing of certain debt obligations (see "Other Information” below), Boeing
Capital’s purchase price under the lease financing commitment was increased by $3.1 million per aircraft for the fourth through twentieth B717 deliv-
eries, or $52.7 million in the aggregate. The majority of these transactions with Boeing Capital, including the related debt repayments (see “Other Infor-
mation” below), are noncash iters. Our property and equipment purchases primarily consisted of spare parts and equipment provisioning for the B717
aircraft, and to a lesser extent capital expenditures on leasehold improvements and computer equipment to support our operations growth particularly
in the three new cities now served. In 2001, we paid $13.3 million in purchase deposits for future B717 aircraft deliveries.

Net cash used for financing activities was primarily related to the refinancing of certain debt obligations associated with the Boeing Capital transactions
{see "Other Information” below).

As of December 31, 2001, our deliveries of B717s from the Boeing Company (Boeing) totaled 30 aircraft. Initially, we contracted with Boeing to pur-
chase 50 B717s for delivery between 1999 and 2002, with options to purchase an additional 50 B717s. During 2000, we revised our contracts with
Boeing relating to the purchase and financing of our future B717 aircraft deliveries, in addition to recharacterizing the 50 option aircraft to provide for
25 options, 20 purchase rights and five rolling options. The options and purchase rights, to the extent exercised, would provide for delivery to us of all
of our B717s on or before September 30, 2005. Prior to this revision, we had committed to purchase 50 B717s during the following years: 1999 (eight
aircraft), 2000 (eight aircraft), 2001 (16 aircraft) and 2002 (18 aircraft). Also prior to the revision, the 50 option aircraft, if exercised, would have been
available for delivery between January 2003 and January 2005.

As of December 31, 2001, our remaining commitments with respect to B717 aircraft were for the acquisition of 12 aircraft in 2002 and 11 aircraft

in 2003. Aggregate funding, net of previously paid purchase deposits, required for these aircraft commitments was approximately $470.2 million

at December 31, 2001. On March 21, 2002, we amended our B717 purchase contract as follows: (i) our commitments to acquire B717s in 2002
increased from 12 aircraft to 20 aircraft, comprised of 13 firm and seven option aircraft; (i) our commitments to acquire B717s in 2003 decreased from
11 aircraft to 10 aircraft, comprised of nine firm and one option aircraft; and (i) purchase deposits that were previously paid for aircraft deliveries in 2002
will be applied to future aircraft deliveries, rather than reducing the balance of the total purchase price due at delivery. Atthough we expect to finance

the acquisition of these aircraft, we did not have financing in place for these aircraft as of December 31, 2001. We have since signed a lease financing
proposal from Boeing Capital for 18 (20 at Boeing Capital’s option) new or previously owned B717 aircraft to be delivered in 2002. According to this
proposal, the lease term for each of these aircraft commences upon delivery and will continue for 18 to 19 years, at which time we can renew the lease

at fair market rental or purchase the aircraft at the greater of a predetermined amount or its fair market value. If completed as contemplated, this lease




financing will reduce our aggregate funding requirements for aircraft commitments to $211.3 million representing the aircraft to be purchased in 2003.
Funding Is subject to finalization of definitive agreements and other conditions. See Note 4 to the consolidated financial statements.

With respect to future B717 option deliveries, we had 21 options, 20 purchase rights and five rolling options at December 31, 2001. Three of the 25
options were exercised with two B717s having been delivered in 2001, and one B717 exercised for a scheduled delivery in 2003; one option expired
unexercised. In connection with the amendments discussed above, we will exercise an additional seven options, for which no additional purchase
deposit payments will be required, with delivery scheduled for 2002. If we exercise our options to acquire additional aircraft, additional payments could
be required for these aircraft beginning in 2002. There can be no assurance that sufficient financing will be available for all aircraft and other capital

expenditures not covered by firm financing commitments.

During 2001, we tock delivery of 14 new B717 aircraft that were financed by Boeing Capital as follows: 13 were delivered and simultaneously sold and
leased-back from Boeing Capital, and one was purchased with a loan provided by Boeing Capital {the loan was fully repaid in February 2001 and the
aircraft was contemporaneously sold and leased-back from Boeing Capital).

As of December 31, 2001, our debt obligations totaled $268.2 million, with respect to which substantially all our assets are pledged as security. Qur
debt obligations are comprised of $130.2 million of 10.63% EETCs, of which a portion of interest and principal is payable semiannually through April
2017, and certain debt obligations due to Boeing Capital, as described in Other Information below. The EETC proceeds were used to replace loans for
the purchase of the first 10 B717 aircraft delivered (all 10 aircraft were pledged as collateral for the EETCs). Eight EETC-financed B717s were delivered
in 1999, and the remaining two deliveries occurred in 2000. During 2000, we sold and leased back two of the EETC-financed B717s in a leveraged
lease transaction reducing the outstanding principal amount of the EETCs by $35.9 miltion,

In addition to our $130.0 million in cash, cash equivalents and restricted cash as of December 31, 2001, we have other financing sources available
to meet our future liquidity requirements, including, but not limited to: () the receipt of the remaining $4.3 million of the U.S. government grant;

{ii) securitization of future operating receipts; (i) unsecured borrowings; and (iv) any borrowings backed by federal loan guarantees pursuant to

the Stabilization Act.

Our contractual obligations and commitments to be paid were the following as of December 31, 2001:

(in miffions)
Nature of commitment 2002 2003 2004 2005 2008 Thereafter
Operating lease payments for aircraft
and facility cbligations $ 812 $ 81.1 $76.3 $74.3 $72.7 $668.0
Alrcraft purchase commitments!” 236.5 2338.7 — — — —
Long-term debt obligations® 13.4 10.3 11.5 15.1 15.7 2145
Total contractual obligations
and commitments $331.1 $325.1 $87.8 $89.4 $88.4 $882.5

(1) Net of previously paid purchase deposits.

{2) Excludes related interest payments.




Our contractual obligations and commitments, as described in the preceding table, have been modified by the amendments to our B717 purchase
contract described above and would be maodified if transactions subject to the lease financing proposal from Boeing Capital are completed as con-
templated. The lease financing proposal provides for the lease-finance of a total of 20 B717s scheduied for delivery during 2002 (see Note 16 to the
consolidated financial statements). The amounts in the table above have been modified by the amendments as follows: (i) aircraft purchase commit-
ments have increased for 2002 and decreased for 2003; and (i) purchase deposits that were previously paid for aircraft deliveries in 2002 will be
applied to future aircraft deliveries, rather than reducing the balance of the total purchase price due at delivery. The amounts in the table above would
also be modified by the lease financing proposal as follows: (i) aggregate operating lease payments for aircraft would increase for all periods; and (i)
aggregate aircraft purchase commitments would decrease in 2002. Our contractual obligations and commitments after giving effect to the above

described amendments and lease financing proposal, are as follows:

{in mifions) 2002 2003 2004 2005 2006 Thereafter

Revised total contractual obligations
and commitments $113.7 $354.0 $139.7 $141.3 $140.3 $1,507.8

A variety of assumptions were necessary in order to derive the information described in the paragraph herein, including, but not limited to: (i} our deci-
sion to acquire new versus praviously owned B717 aircraft; (if) the timing of aircraft delivery dates; and (i) estimated rental factors which are correlated

to floating interest rates prior to delivery. Our actual results may differ from these estimates under different assumptions or conditions.

Other Information

We entered into an amended and restated financing commitment with Boeing Capital on March 22, 2001, and a series of definitive agreements on
April 12, 2001, in order to refinance our 10/4% ($150.0 million} senior notes and AirTran Airways, Inc.'s 10%% ($80.0 million) senior secured notes due
April 2001 (collectively, the Existing Notes), and to provide additional liquidity. The cash flow generated from the Boeing Capital transactions, together

with internally generated funds, was used to retire the Existing Notes at maturity. The components of the refinancing are as follows:

{In thousands)

11.27% Senior secured notes of AirTran Airways, Inc. due 2008 $166,400
13.00% Subordinated notes of AirTran Holdings, Inc. due 2009 17,500
7.75% Convertible notes of AirTran Holdings, Inc. due 2009 17,500

$201,400

Under the new senior secured notes issued by our operating subsidiary, AirTran Airways, principal payments of approximately $3.3 million plus interest
are due and payable semiannually. In addition, there are certain mandatory prepayment events, including a $3.1 milion prepayment upon the consum-
mation of each of 11 sale-leaseback transactions for B717 aircraft. During 2001, all 11 prepayments were completed. The new senior secured notes are
secured by substantially all of the assets of AirTran Airways not previously encumbered, and are noncallable for four years. In the fifth year, the senior
secured notes may be prepaid at a premium of four percent and in the sixth year at a premium of two percent. Contemporaneously with the issuance
of the new senior secured notes, we issued detachable warrants to Boeing Capital for the purchase of three million shares of our common stock at

$4.51 per share. The warrants have an estimated value of $12.3 million and expire in five years. This amount is being amortized to interest expense

over the life of the new senior secured notes.




Under the subordinated notes, interest is due and payable semiannually in arrears, and no principal payments are due prior to maturity in 2009,
except for mandatory prepayments equal to 25 percent of Airfran Airways’ net income (which, subject to applicable law, AirTran Airways is required
to dividend to us in cash on & quarterly basis for payment to the lender). During 2001, we paid $3.3 million in principal on the subordinated notes in
accordance with the requirements to pay 25 percent of AirTran Airways' quarterly net income.

The convertible notes bear a higher rate of interest, specifically 12.27 percent if our average common stock price during a calendar month is below
$6.42. If our average common stock price remained below $6.42 each calendar month of 2002, we would incur approximately $0.2 million in addi-
tional expense under this provision. Interest is payable semiannually in arrears. The notes are convertible at any time into approximately 3.2 million
shares of our common stock. This conversion rate represents a bensficial conversion feature valued at approximately $5.6 million. This amount is being
amortized to interest expense over the life of the convertible nates, or sooner upon conversion. We are able 1o require Boeing Capital's conversion of

the notes under certain circumstances.

During the third quarter of 2001, Boeing Capital exercised approximately two-thirds of their conversion rights resulting in a decrease of $12 million
of principal on the 7.75% Convertible Notes. In connection with the conversion, we issued approximately 2.2 million shares of our common stock
to Boeing Capital. In accordance with generally accepted accounting principles, we expensed $3.8 million of the debt discount and $0.5 milion
of debt issuance costs. These amounts are shown on the Consolidated Statements of Operations as “Other (Income) Expense—Convertible Debt
Discount Amortization.”

The subordinated notes and convertible notes are secured by: (1) a pledge of all of our rights under the B717 aircraft purchase agreement with the
McDonnell Douglas Corporation (an affiliate of Boeing Capital), and (2) a subordinated lien on the collateral securing the new senior secured notes.

Critical Accounting Policies and Estimates

General
The discussion and analysis of cur financia! condition and results of operations are based upon the consolidated financial statemenits, which have been
prepared in accordance with accounting principles generally accepted in the United States. The preparation of these financial statements requires us
to make estimates and judgments that affect the reported amount of assets and liabilities, revenues and expenses and related disclosure of contingent
assets and liabilities at the date of our financial statements. Our actual resuits may differ from these estimates under different assumptions or conditions.
Critical accounting policies are defined as thase that are reflective of significant judgments and uncertainties, and are sufficiently sensitive to resutt in
materially different results under different assumptions and conditions. We believe that our critical accounting policies are limited to those described

below. For a detailed discussion on the application of these and other accounting policies, see Note 1 to the consolidated financial statements.

Revenue Recognition

Passenger and cargo revenue is recognized when transportation is provided. Transportation purchased but not yet used is included in air traffic liability.

Accounting for Long-Lived Assets
We have approximately $308.7 million of long-lived assets as of December 31, 2001, including approximately $260 million of flight equipment and
related equipment. In addition to the original cost of these assets, their recorded value is impacted by a number of policy elections made by us includ-
ing estimated useful lives, salvage values and in 2001 and 1999, impairment charges. Effective July 1, 2001, in order to more accurately reflect the
expected useful lives of our B717 aircraft, we changed the estimate of the useful life of this aircraft type from 25 to 30 years. As a result of this change,
depreciation and amortization expense is expected to be reduced by approximately $1.2 million on an annualized basis going forward. In accordance
with SFAS 121, we record impairment charges on long-lived assets used in operations when events and circumstances indicate that the assets may
be impaired and the future cash flows (undiscounted and without interest charges) expected to result from the use and eventual disposition of assets
are less than the aggregate carrying amount of the assets. In this circumstance, the impairment charge is determined based upen the amount the net
book value of the assets exceeds their fair market value. In making these determinations, we utilize certain assumptions, including, but not limited to:
(i) estimated fair market value of the assets; and (i) estimated future cash flows expected to be generated by these assets, which are based on addi-
tional assumptions such as asset utilization, length of service the asset will be used in our operations, and estimated salvage values. During 2001,
we determined our DC-9 and B737 aircraft fleets were impaired in accordance with SFAS 121 and recorded impairment charges of $28.0 million
and $10.8 million, respectively. During 1999, we also recorded an impairment charge of $147.7 million on our DC-9 aircraft fleet in accordance with

SFAS 121. These charges are discussed in Note 13 to the consolidated financial statements.




Spare Parts, Materials and Supplies
Spare parts, materials and supplies are stated at the lower of cost or market using the first-in, first-out method (FIFO). These items are charged
to expense when used. Allowances for obsolescence are provided over the estimated useful life of the related aircraft and engines for spare parts

expected to be on hand at the date aircraft are retired from service.

Recently Issued Accounting Standards

in June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 141 (SFAS 141), “Business
Combinations” and Staterment of Financial Accounting Standards No. 142 (SFAS 142), "Goodwill and Other Intangible Assets” SFAS 141 requires

all business combinations initiated after June 30, 2001 to be accounted for using the purchase method, SFAS 142 prohibits the amortization of good-
will and intangible assets with indefinite lives and requires that these assets be reviewed for impairment at least annually. Intangible assets with finite
lives will continue to be amortized over their estimated useful lives. We will apply SFAS 142 beginning in the first quarter of 2002 and discontinue the
amortization of our trade name, an indefinite-life intangible asset and goodwill. Application of the nonamortization provisions of SFAS 142 is expected
to result in an increase in net income in 2002 of approximately $1.4 million ($.02 per share). We will be required to test the goodwill and trade name
for impairment annually in accordance with SFAS 142. We have performed the first of the required impairment tests for the trade name and goodwill

as of January 1, 2002 and will not have any impairment of these assets upon adoption.

On October 3, 2001, the FASB issued Statement of Financial Accounting Standards No. 144 (SFAS 144), “Accounting for the Impairment or Disposal
of Long-Lived Assets,” which is effective for financial statements issued for fiscal years beginning after December 15, 2001, SFAS 144 supersedes
SFAS 121, and applies to all long-lived assets (including discontinued operations). We do not expect this standard to have a material impact on our

future financial position or results of operations.

B717 Alrcraft Program Update

Boeing recently evaluated the production and delivery schedules of its commercial airplane programs, in light of current market conditions. After a
thorough evaluation of the program and market, Boeing made a business decision to continue production of the B717. While Boeing stated the B717
is the leading 100-passenger airplane, due to reduced near-term demand following the September 11 Events, the program will go forward with a lower
production rate and revised delivery projections. Our delivery schedule has not been affected by Boeing's decision to lower production rates. In 2002,
we anticipate taking delivery of 20 new B717s.

New Service

We recently announced the launch of new service from Rochester, New York and Wichita, Kansas, our 37th and 38th destinations, respectively. Our
new service to these new cities is a result of their local governments and business interests providing revenue guarantee programs and other market-
ing incentives to lessen the risks of our entry into these new markets. Nonstop service from Rochester to Atlanta, Georgia and Baltimore/VWashington
International Airport (BWI1) begins in March 2002. Nonstop service from Wichita to Atlanta, Georgia and Chicago, Hlinois” Midway International Airport
begins in May 2002.

During 2001, we inaugurated new service to BWI, and the Florida cities of Tallahassee and Pensacola. The new service to Tallahassee is the result of
agreements with the City of Tallahassee offering revenue guarantees, reduced facility costs and marketing incentives, as well as an exclusive air service
contract with the State of Florida. The commencement of service to Pensacola coincided with simultaneous termination of service to Fort Walton
Beach, Florida. The Pensacola Airport, Chamber of Commerce and other Gulf Coast parties presented us with an incentive package that includes
reduced facilities costs and marketing dollars, as well as covering moving expenses. Mare than 300 corporate, government and other entities com-

mitted funds to an air travel bank in support of this new service.

Quantitative and Qualitative Disclosures About Market Risk

Market Risk-Sensitive Instruments and Positions

We are subject to certain market risks, including interest rates and commodity prices (i.e., aircraft fuel). The adverse effects of changes in these
markets pose a potential loss as discussed below. The sensitivity analyses do not consider the effects that such adverse changes may have on overall

economic activity, nor do they consider additional actions we may take to mitigate our exposure to such changes. Actual results may differ. See the

Notes to the consolidated financial statements for a description of our financial policies and additional information.




Interest Rates

As of December 31, 2001 and 2000, the fair value of our long-term debt was estimated to be $258.5 million and $439.0 million, respectively, based
upon discounted future cash flows using current incremental borrowing rates for similar types of instruments or market prices. Market risk, estimated
as the potential increase in fair value resulting from a hypothetical 100 basis point decrease in interest rates, was approximately $12.6 million as of

December 31, 2001, and approximately $11.1 million as of December 31, 2000.

Aviation Fuel

Our resuilts of operations are impacted by changes in the price of aircraft fuel. Excluding special items, aircraft fuel accounted for 22.8 percent and
25.9 percent of our operating expenses in 2001 and 2000, respectively. Based on our 2002 projected fuel consumption, a 10 percent increase in the
average price per gallon of aircraft fuel for the year ending December 31, 2001, would increase fuel expense for the next 12 months by approximately
$14.4 million, net of hedging instruments outstanding at December 31, 2001. Comparatively, based on 2001 fuel usage, a 10 percent increase in fuel
prices would have resulted in an increase in fuel expense of approximately $13.9 million, net of hedging instruments utilized during 2001. In 2001, we
entered into fuel-hedging contracts consisting of swap agreements to protect against increases in aircraft fuel prices. At December 31, 2001, we had
hedged approximately 30 percent of our projected fuel requirements for 2002, as compared to approximately 50 percent of our projected fuel require-
ments for the first quarter of 2001 and 30 percent for the remainder of 2001 at December 31, 2000.

On November 28, 2001, the credit rating of the counterparty to all of our fuel-related hedges was downgraded, and the counterparty declared bankruptcy
on December 2, 2001. Due to the deterioration of the counterparty's creditworthiness, we no longer consider the financial contracts with the counter-
party to be highly effective in offsetting our risk related to changing fuel prices because of the consideration of the possibility that the counterparty

will default by failing to make contractually required payments as scheduled in the derivative instrument. As a result, on November 28, 2001, hedge
accounting treatment was discontinued prospectively for our derivative contracts with this counterparty in accordance with SFAS 133. Gains and
losses previously deferred in “Accumulated other comprehensive loss” will continue to be reclassified to earnings as the hedged item affects eamnings.
Beginning on November 28, 2001, changes in fair value of the derivative instruments have been marked to market through earnings. This resulted

in a charge of $0.2 million, which is included in the amount presented as “SFAS 133 adjustment” in our Consolidated Statements of Operations.

Recent terminations of our aircraft fuel hedges in place as of December 31, 2001, are discussed in Note 16 to our consolidated financial statements.




Consolidated Statements of Operations

(in thousands, except per share data)

Year ended December 31, 2007 2000 1989
Operating Revenues:
Passenger $648,486 $604,826 $486,487
Cargo 7,937 4,183 3,888
Other 14,747 15,085 33,093
Total operating revenues 663,164 624,094 523,468
Operating Expenses:
Salaries, wages and benefits 159,057 137,391 120,737
Aircraft fuel 139,355 140,404 68,331
Maintenance, materials and repairs 68,670 73,238 86,374
Distribution 45,400 39,972 37,278
Landing fees and other rents 35,672 28,752 27,004
Marketing and advertising 18,468 16,412 15,643
Aircraft rent 35,363 12,616 4,869
Depreciation 28,159 23,087 28,533
Other operating 79,629 71,071 58,952
Impairment loss/lease termination 46,069 - 147,735
Special charges 2,494 - ~
Government grant (28,951) - ~
Total operating expenses 629,455 542,943 595,456
Operating Income (Loss) 35,709 81,151 (71,988
Other (Income) Expense:
Interest income (4,252) 5,602) (3,183)
Interest expense 37,441 39,317 27,850
Convertible debt discount amortization 4,297 - -
SFAS 133 adjustment (2,204) - -
Other (income) expense, net 34,569 33,715 24,667
Income (Loss) Before Income Taxes and Cumulative
Effect of Change in Accounting Principle 1,740 47,436 (96,655)
Provision for income taxes 3,240 - 2,739
Income {Loss) Before Cumulative Effect of Change in Accounting Principle (2,700) 47,436 (99,394)
Cumulative effect of change in accounting principle, net of tax (657) - -
Net Income (Loss) $ (2,757) $ 47,436 $ (99,394)
Earnings (Loss) Per Common Share
Basic Earnings (Loss) Per Common Share Before Cumulative Effect of
Change in Accounting Principle & (0.03) $ 072 $ (1.53)
Cumulative Effect of Change in Accounting Principle (0.01) - -
Net Income (Loss) Per Share, Basic $ (0.049) $ 072 S (1.53)
Diluted Earnings (Loss) Per Common Share Before Cumulative Effect of
Change in Accounting Principle $ (0.08) $ 069 $ (153
Cumulative Effect of Change in Accounting Principle {0.07) - -
Net Income (Loss) Per Share, Diluted $ (0.049) $ 069 $ (1.53)
Weighted-Average Shares Qutstanding
Basic 67,774 65,759 65,097
Diluted 67,774 69,175 65,097

See accompanying notes to consolidated financial statements.




Consolidated Balance sSheelts

(In thousands, except per share data)

December 31, 2007 2000
Assets
Current Assets:
Cash and cash equivalents $103,489 $ 78,127
Restricted cash 26,540 25,710
Accounts receivable, less allowance of $667 and $1,231 at December 31, 2001 and 2000, respectively 7,367 9,388
Spare parts, materials and supplies, less allowance for obsolescence of $565 and $6,171 at
December 31, 2001 and 2000, respectively 8,228 10,536
Government grant receivable 4,333 -
Prepaid expenses and other current assets 9,731 10,852
Total current assets 159,688 134,613
Property and Equipment:
Flight equipment 235,665 340,952
Less: Accumulated depreciation (14,871) (23,300)
220,794 317,652
Purchase deposits for flight equipment 39,396 26,194
Other property and equipment 31,407 27,461
Less: Accumulated depreciation (16,733) (18,018)
14,874 11,443
Total property and equipment 274,864 355,289
Other Assets:
Intangibles resulting from business acquisition 12,286 15,080
Trademarks and trade names 21,567 22,401
Debt issuance costs 9,855 5,608
Other assets 79,556 13,264
Total assets $497,816 $546,255

See accompanying notes to consolidated financial statements.




(In thousands, except per share data)

December 31, 20017 2000
Liabilities and Steckholders’ Equity
Current Liabilities:
Accounts payable $ 8237 § 8,678
Accrued and other liabilities 108,269 59,859
Air traffic liability 38,457 33,765
Current portion of long-term debt 713,439 62,491
Total current liabilities 168,396 164,793
Long-term debt, less current portion 254,772 365,412
Other liabilities 41,241 8,190
Commitments and Contingencies
Stockholders’ Equity:
Preferred stock, $.01 par value per share, 5,000 shares authorized, no shares issued or outstanding - -
Cormmon stock, $.001 par value per share, 1,000,000 shares authorized, and 69,528 and 65,823 shares
issued and outstanding at December 31, 2001 and 2000, respectively 70 66
Additional paid-in capital 786,190 151,044
Accumulated other comprehensive loss {6,846) -
Accumulated deficit (146,007) (143,250)
Total stockholders’ equity 33,407 7,860
Total liabilities and stockholders’ equity $ 497,816 $ 546,255

See accompanying notes to consolidated financial statements.




Consolidated Statements

of Stockholders’ Equity (Deficit)

(In thousands)

Accumulated Total
Additional Other Stockholders’
Common Stock Paid-in Accumulated  Comprehensive Equity
Shares Amount Capital Deficit Loss (Deficit)
Balance at December 31, 1998 64,898 $65 $146,857 $ (91,292) 3 - $55,630
Issuance of common stock for
exercise of options 226 - 1,031 - - 1,031
Issuance of common stock under
stock purchase plan 51 - 202 - - 202
Issuance of common stock in
Itigation settlement 523 1 2,499 - - 2,500
Net loss - - - (99,394) - (99,394)
Balance at December 31, 1882 65,698 66 150,589 {190,686) - (40,031)
Issuance of common stock for
exercise of options 63 - 190 - - 190
Issuance of common stock under
stock purchase plan 62 - 265 - - 265
Net income - - - 47,436 - 47,436 _:
Balance at December 31, 2000 65,823 66 151,044 (143,250) - 7,860 l
Issuance of common stock for |
exercise of options 1,460 2 5,037 - - 5,039
Issuance of common stock under
stock purchase plan 39 - 217 - - 217
Issuance of debt with beneficial
conversion feature - - 5,818 - - 5,618
Issuance of detachable stock l
purchase warrants - - 12,278 - - 12,276
Issuance of common stock for debt 2,214 2 11,988 - - 12,000
Net loss - - - (2,7587) - (2,757)
Other comprehensive loss - - - - (6,848) (6,848)
Total comprehensive l0ss (8,603)
Balance at December 31, 2001 69,528 $70 $186,190 $(146,007) $(6,848) $33,407

See accompanying notes to consolidated financial statements.




Consolidated Statements of Cash Flows

(In thousands)

Year ended December 31, 2007 2000 1999
Operating activities:
Net income (loss) $ (2,757) $ 47,436 $ (99,394)
Adjustments to reconcile net income (loss) to cash provided by operating activities:
Depreciation and amertization 31,627 26,078 30,432
Amortization of deferred gains from sale and leaseback of aircraft (2,547) - -
Impairment loss/lease termination 48,069 - 147,735
Provisions for uncollectible accounts 2,697 4,626 4,022
Convertible debt discount amortization 4,291 - -
Loss on asset disposal 789 - -
SFAS 133 adjustment (2,204) - -
Deferred income taxes 2,252 - 2,387
Cumulative effect of change in accounting principle 657 - -
Changes in current operating assets and liabilities:
Restricted cash {830) (7,641) (4,610)
Accounts receivable (876) 6,415) (3,837)
Government grant receivable (4,3383) - -
Spare parts, material and suppties {1,627) 5,312) (1,657)
Other assets 3,858 (8,943) (3,430)
Accounts payable, accrued and other liabilities 13,422 4,289 (636)
Air traffic liability 4,692 10,274 6,469
Net cash provided by operating activities 98,380 69,392 77,481
Investing activities:
Purchases of property and equipment (31,223) (77,709) (187,667)
(Payment) refund of aircraft purchase deposits (13,252) 6,770) 4,374
Restricted funds for aircraft purchases - 39,232 (839,232)
Proceeds from dispesal of equipment 13,297 48,980 24,815
Net cash provided by (used for) investing activities (31,178) 3,733 (197,710)
Financing activities:
lssuance of long-term debt 201,400 ~ 244,756
Debt issuance costs (6,028) ~ (1,739)
Payments of long-term debt (239,468) (63,555) (76,801)
Proceeds from sale of common stock 5,256 455 1,233
Net cash provided by (used for) financing activities (38,840) (63,100) 167,449
Net increase in cash and cash equivalents 25,362 20,025 47,220
Cash and cash equivalents at beginning of period 78,127 58,102 10,882
Cash and cash equivalents at end of period $ 703,489 $ 78,127 $ 58,102
Supplemental disclosure of cash flow activities:
Cash paid for interest, net of amounts capitalized $ 35,530 $ 35,607 $ 23,911
Cash paid for income taxes 7,506 1,141 420
Noncash financing and investing activities:
Purchase and sale and leaseback of aircraft 305,271 62,608 -
Gain on sale and leaseback of aircraft and payment of debt 34,7100 - -
Repayment of debt and sale and leaseback of aircraft 63,744 - -
Conversion of debt to equity 12,000 - -
Acquisition of eguipment for debt - 63,144 -
Acquisition of eguipment for capital leases - 2,627 -
Acquisition of rotable inventory 79,658 - -

See accompanying notes to consolidated financial statements.




Notes to GConsolldated Financial Statements 1

1. Summary of Significant Accounting Policies
Basis of Presentation and Business
Our consolidated financial staterents include the accounts of Airfran Holdings, Inc. {AirTran) and our wholly owned subsidiaries, including our principal

subsidiary, AirTran Airways, Inc. Significant intercompany accounts and transactions have been eliminated in consolidation.
AirTran Airways, Inc. offers scheduled air transportation of passengers and mail, serving short-haul markets primarily in the eastern United States.

Use of Estimates

The preparation of consclidated financial statements in conformity with generally accepted accounting principles requires us to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and accompanying notes. Actual results inevitably will differ from
those estimates, and such differences may be material to the consolidated financial statements.

Cash, Cash Equivalents and Restricted Cash
We consider all highly liquid investments with a maturity of three months or less when purchased to be cash equivalents. Restricted cash primarily
represents amounts escrowed relating to air traffic liability.

Accounts Receivable
Accounts receivable are due primarily from major credit card processors and travel agents. We provide an allowance for doubtful accounts equal

to the estimated losses expected to be incurred in the collection of accounts receivable.

Spare Parts, Materials and Supplies
Spare parts, materials and supplies are stated at the lower of cost or market using the first-in, first-out method (FIFO). These items are charged
to expense when used. Allowances for cbsolescence are provided over the estimated useful life of the related aircraft and engines for spare parts

expected to be on hand at the date aircraft are retired from service.

Property and Equipment

Property and equipment is stated on the basis of cost. Flight equipment is depreciated to its salvage values using the straight-line method.

The estimated salvage values and depreciable lives are periodically reviewed for reasonableness, and revised if necessary. The Boeing 717 (B717) fleet
has a salvage value of 10 percent. At July 1, 2001, we revised the useful lives on our B717 fleet, as outlined below, in order to more accurately reflect

the estimated useful life of the aircraft:

2007 2000
Useful Life Useful Life
Airframes 30 years 25 years
Engines 30 years 25 years
Aircraft parts 30 years 5 years

The effect of this change for the year ended December 31, 2001, was to decrease our net loss by approximately $0.6 million, or $0.01 per share.

In conjunction with the 2001 impairment charge (see Note 13}, the McDaonnell Douglas DC-9 (DC-9) fleat was written down to its fair market value.
Accordingly, the salvage values were revised to 40 percent, and the useful lives were revised to range from three months to two years. In conjunction
with the 2001 impairment charge, the Boeing 737 (B737) fleet was written down to its fair market value and subseguently retired. Aircraft parts are
depreciated over the respective fleet life to a salvage value of five percent.

Other property and equipment is depreciated over three to 10 years.




Measurement of Impairment

In accordance with Statement of Financial Accounting Standards No. 121 (SFAS 121), “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of,” we record impairment losses on long-lived assets used in operations when events or circumstances indicate
that the assets may be impaired and the undiscounted cash flows estimated to be generated by those assets are less than the net book value of

those assets. See Note 13.

Intangibles

The trade name and intangibles resulting from business acquisitions consist of cost in excess of net assets acquired, and are being amortized using
the straight-line method over 30 years. Accumulated amortization at December 31, 2001 and 2000, was approximately $6.4 million and $5.1 milion,
respectively. Pursuant to Statement of Financial Accounting Standards No. 142 (SFAS 142), "Goodwill and Other Intangible Assets,” effective January 1,
2002, goodwill and indefinite lived intangibles, such as trade names, will no longer be amortized but will be subject to periodic impairment reviews.

See “Recently Issued Accounting Standards” below.

Capitalized Interest

Interest attributable to funds used to finance the acquisition of new aircraft is capitalized as an additional cost of the related asset. Interest is capitalized
at our weighted-average interest rate on long-term debt or, where applicable, the interest rate related to specific borrowings. Capitalization of interest
ceases when the asset is placed in service, In 2001, 2000 and 1899, approximately $8.0 million, $8.8 million and $6.7 miflion of interest cost was

capitalized, respectively.

Alrcraft and Engine Maintenance
We account for airframe and engine overhaul costs using the direct-expensing method. Overhauls are performed on a continucus basis, and the cost

of overhauls and routine maintenance costs for airframe and engine maintenance are charged to maintenance expense as incurred.

Advertising Costs
Advertising costs are charged to expense in the period the costs are incurred. Advertising expense was approximately $17.5 million, $15.7 million and
$14.8 million for the years ended December 31, 2001, 2000 and 1999, respectively.

Revenue Recognition
Passenger and cargo revenue is recognized when transportation is provided. Transportation purchased but not yet used is included in air traffic liability.

Frequent Flyer Program
We accrue the estimated incremental cost of providing free travel for awards earned under our A+ Rewards Program.

Stock-Based Compensation

We grant stock options for a fixed number of shares to our officers, directors, key employees and consultants, with an exercise price equal to or below
the fair value of the shares at the date of grant. We account for stock option grants in accordance with Accounting Principles Board Opinion No. 25
{APB 25), "Accounting for Stock Issued to Employees,” and accordingly recognize compensation expense only if the market price of the underlying

stock exceeds the exercise price of the stock option on the date of grant.

Statement of Financial Accounting Standards No. 123 (SFAS 123), “Accounting for Stock-Based Compensation,” provides an alternative to APB 25 in

accounting for stock-based compensation issued to employees. However, we will continue to account for stock-based compensation in accordance
with APB 25. See Note 11.




Financial Derivative Instruments

We utilize derivative instruments, including crude oil and heating oil based derivatives, to hedge a portion of our exposure {0 jet fuel price increases.
These instruments consist primarily of fixed price swap agreements and collar structures. Prior to 2001, periodic settlements under the agreement
were recognized as a component of fuel expense when the underlying fuel hedged was used. However, beginning January 1, 2001, we adopted
Statement of Financial Accounting Standards No. 1383 (SFAS 133), “Accounting for Derivative Instruments and Hedging Activities,” which changed

the way we account for financial derivative instruments. See Notes 2 and 5.

Upon early termination of a derivative contract, gains and losses deferred in other comprehensive income (loss), would continue to be reclassified to
earnings as the related fuel is used. Gains and losses deferred in other comprehensive gain (loss) related to derivative instruments hedging forecasted

transactions would be recognized into earnings immediately when the anticipated transaction is no fonger likely to occur.

Recenlly (ssued Accounting Standards

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 141 (SFAS 141), “Business
Combinations” and SFAS 142. SFAS 141 requires all business combinations initiated after June 30, 2001 to be accounted for using the purchase
method. SFAS 142 prohibits the amortization of goodwill and intangible assets with indefinite lives and requires that these assets be reviewed for
impairment at teast annually. Intangible assets with finite lives will continue to be amortized over their estimated useful lives. We will apply SFAS 142
beginning in the first quarter of 2002 and discontinue the amortization of our trade name, an indefinite-life intangible asset, and goodwill. Application
of the nonamortization provisions of SFAS 142 is expected to result in an increase in net income in 2002 of approximately $1.4 million ($.02 per share).
We will be required to test the goodwill and trade name for impairment annually in accordance with SFAS 142. We have performed the first of the
required impairment tests for the trade name and goodwill as of January 1, 2002 and will not have any impairment of these assets upon adoption.

On October 3, 2001, the FASB issued Statement of Financial Accounting Standards No. 144 (SFAS 144), “Accounting for the Impairment or Disposal
of Long-Lived Assets,” which is effective for financial statements issued for fiscal years beginning after December 15, 2001. SFAS 144 supersedes
SFAS 121, and applies to all long-lived assets (including discontinued operations). We do not expect this standard to have a material impact on our
future financial position or results of operations.

Reclassification

Certain 2000 and 1999 amounts have been reclassified to conform with 2001 classifications.

2. Accounting Changes

Effective January 1, 2001, we adopted SFAS 133, which requires us to record all financial derivative instruments on our balance sheet at fair value.
Derivatives that are not designated as hedges must be adjusted te¢ fair value through income. If a derivative is designated as a hedge, depending on
the nature of the hedge, changes in its fair value that are considered to be effective, as defined, either offset the change in fair value of the hedged
assets, liabilities or firm commitments through earnings or are recorded in “Accumulated other comprehensive loss™ until the hedged item is recorded
in earnings. Any portion of a change in a derivative’s fair value that is considered to be ineffective, as defined, is recorded immediately in “SFAS 133

adjustment” in the Consolidated Statements of Operations.

We use financial derivative instruments to hedge our exposure to jet fuel price increases and account for these derivatives as cash flow hedges, as
defined. In accordance with SFAS 133, we must comply with detailed rules and strict documentation requirements prior to beginning hedge account-
ing. As required by SFAS 133, we assess the effectiveness of each of our individual hedges on a quarterly basis. We also examine the effectiveness of
our entire hedging program on a quarterly basis utilizing statistical analysis. This analysis involves utilizing regression and other statistical analysis which
compare changes in the price of jet fuel to changes in the prices of the commodities used for hedging purposes (crude oil and heating oil). If these
statistical techniques do not produce results within certain predetermined confidence levels, we could lose our ability to utilize hedge accounting,
which could cause us 10 recognize all gains and losses on financial derivative instruments in earnings in the periods following the determination that
we no longer qualified for hedge accounting. This could, in turn, depending on the materiality of periodic changes in derivative fair values, increase

the volatility of our future earnings. We do not enter into fuel-hedging contracts for trading purposes.

Upon adoption of SFAS 133, we recorded the fair value of our fuel derivative instruments in the Consolidated Balance Sheets and a deferred gain
of $1.3 million, net of tax, in “Accumulated other comprehensive loss.” See Note 3 for further information on other comprehensive income. The 2001

adoption of SFAS 133 has resulted in more volatility in our financial statements than in the past due to the changes in market values of our derivative




instruments and some ineffectiveness that has been experienced in our fuel hedges. See Note 5 for further information on our derivatives and fuel price

risk management.

3. Federal Grants and Special Charges Related to Terrorist Attacks

On September 11, 2001, terrorists hijacked and used four aircraft in terrarist attacks on the United States (terrorist attacks). As a result of these
terrorist attacks, the Federal Aviation Administration (FAA) immediately suspended all commercial airline flights on the morning of September 11.
We resumed flight activity on September 14 and were operating at approximately 80 percent of our normal pre-September 11 flight schedule
by September 18, 2001, From September 11 until we resumed flight operations on September 14, we cancelled approximately 1,000 flights.

On September 22, 2001, President Bush signed into law the Air Transportation Safety and System Stabilization Act (the Stabilization Act). The
Stabilization Act provides for up to $5 billion in cash grants to qualifying U.S. airlines and freight carriers to compensate for direct and incremental
losses, as defined in the Stabilization Act, from September 11, 2001 through December 31, 2001, asscciated with the terrorist attacks. Each airline’s
total eligible grant is being determined based on that airline’s percentage of ASMs during August 2001 to total eligible carriers’ ASMs for August 2001,
less an undetermined amount set aside for eligible carriers that provide services not measured by ASMs. The U.S. Department of Transportation (DOT)
will make the final determination of the amount of eligible direct and incremental losses incurred by each airline. Direct and incremental losses, while
defined generally in the Stabilization Act, are subject to interpretation by the DOT. Lastly, final applications for grants must be accompanied by Agreed
Upon Procedures reports from independent accountants and may be subject to additional audit or review by the DOT and Congress.

During 2001, we recognized approximately $29 million from grants under the Stabilization Act, approximately $24.6 million of which we have received
in cash. We expect to receive the remaining amount in the second quarter of 2002. We believe our actual direct and incremental losses related to
the September 11 terrorist attacks will exceed the total amount for which we will ultimately be eligible, but the amount is subject to change upon final
determination by the DOT of our share of the total compensation under the Stabilization Act.

We recorded special charges of $2.5 million in 2001 primarily related to operating costs incurred during the period flights were suspended as a result
of the terrorist attacks.

4. Commitments and Contingencies

At December 31, 2001, our contractual commitments consisted primarily of scheduled aircraft acquisitions. As of December 31, 2001, our deliveries
of B717s from the Boeing Company (Boeing) totaled 30 aircraft. Initially, we contracted with Boeing to purchase 50 B717s for delivery between 1999
and 2002, with options to purchase an additional 50 B717s. During 2000, we revised our contracts with Boeing relating to the purchase and financing
of our future B717 aircraft deliveries, in addition to recharacterizing the 50 option aircraft to provide for 25 options, 20 purchase rights and five rolling
options. The options and purchase rights, o the extent exercised, would provide for delivery to us of all of our B717s on or before September 30,
2005. Prior to this revision, we had committed to purchase 50 B717s during the following years: 1998 (eight aircraft), 2000 (eight aircraft), 2001

(16 aircraft) and 2002 (18 aircraft). Also prior to the revision, the 50 option aircraft, if exercised, would have been available for defivery between
January 2003 and January 2005.

As of December 31, 2001, our remaining commitments with respect to B717 aircraft were for the acquisition of 12 aircraft in 2002 and 11 aircraft in
2003. Aggregate funding, net of previously paid purchase deposits, required for these aircraft commitments was approximately $470.2 mifion. Although

we expect to finance the acquisition of these aircraft, we did not have financing in place for these aircraft at December 31, 2001, See Note 16,

With respect to future B717 option deliveries, we had 21 options, 20 purchase rights and five rolling options at December 31, 2001, Three of the
25 original options were exercised with two B717s having been delivered in 2001, and one B717 scheduled for delivery in 2003, one option expired

unexercised. See Note 16.

In November 1997, we filed a suit against SabreTech and its parent corporation seeking to hold them responsible for the accident involving Flight 592.
On September 23, 1999, we settled the lawsuit against SabreTech and its parent. The net proceeds of $19.6 million from the settlement are included in
other revenue in our 1999 Consolidated Statement of Operations.

Several stockholder class action suits were filed against us and certain of our current and former executive officers and directors. The suits were
subsequently consolidated into a single action. On December 31, 1998, we entered into a Memorandum of Understanding to settle the consolidated
lawsuit. Although we denied that we violated any of our abligations under the federal securities laws, we paid $2.5 million in cash and $2.5 million in

common stock in the settlement which was approved on October 28, 1999.




From time to time, we are engaged in other litigation arising in the ordinary course of our business. We do not believe that any such pending litigation
will have a material adverse effect on our results of operations or financial condition.

8. Derivatives and Other Financial Instruments

Our results of operations can be significantly impacted by changss in the price and availability of aircraft fuel. Aircraft fuel consumed in 2001, 2000
and 1999 represented approximately 22.9 percent, 25.9 percent and 14.3 percent of our operating expenses excluding special items, respectively.
As of December 31, 2001, using swap agreements, we hedged approximately 30 percent of our projected 2002 fuel needs at a price no higher than
$29 per barrel of heating oil. We also hedged approximately 10 percent of our anticipated fuel requirements for January 2003 through September
2004, using swap agresments, at a price below $22 per barrel of crude ail. The fair valug of our fuel-nedging agreements at December 31, 2001, rep-
resenting the amount we would pay upon termination of the agreements, totaled $8.7 million. The current portion of these contracts, $7.9 million, is
recorded in “Accrued and other liabilities” while the long-term portion, 80.8 million, is recorded in “Other liabilities” in our Consolidated Balance Sheets.
See Note 16.

We account for our derivative instruments used to hedge fuel costs as cash flow hedges in accordance with SFAS 133. Therefore, all changes in fair
value that are considered to be effective are recorded in “Accumulated other comprehensive loss” until the underlying aircraft fuel is consumed. During
2001, we recognized losses of $2.5 million representing the effective portion of our hedging activities. These losses are included in “Aircraft fuel” in the
Consolidated Statement of Operations. We recognized a gain of approximately $2.2 million during 2001 representing the ineffectiveness of our hedging
relationships. This gain is recorded in “SFAS 133 adjustment” in our Consolidated Statements of Operations.

Prior to the adoption of SFAS 133, these instruments were not recorded on the balance sheet. Because the fixed price swap agreements and collar
structures were considered highly effective in offsetting changes in jet fuel prices, periodic settlements under the agreements were recognized as a

component of fuel expense when the underlying fuel being hedged was used. During 2000 and 1999, we recognized gains of $5.1 million and $14.2
million, respectively, as a result of our hedging activities. These amounts are included in “Aircraft fuel” in our Consolidated Statements of Operations.

On November 28, 2001, the credit rating of the counterparty to all of our fuel-related hedges was downgraded and the counterparty declared bank-
ruptcy on December 2, 2001. Due to the deterioration of the counterparty’s creditworthiness, we no longer consider the financial contracts with the
counterparty to be highly effective in offsetting our risk related to changing fuel prices because of the consideration of the possibility that the counter-
party will default by failing to make contractually required payments as scheduled in the derivative instrument. As a result, on November 28, 2001,
hedge accounting treatment was discontinued prospectively for our derivative contracts with this counterparty in accordance with SFAS 133. Gains
and losses previously deferred in “Accumulated other comprehensive loss” will continue to be reclassifed to earnings as the hedged item affects
earnings. Beginning on November 28, 2001, changes in fair value of the derivative instruments have been marked to market through earnings.

This resulted in a charge of $0.2 million, which is included in the amount presented as “SFAS 133 adjustment” in our Consolidated Statements

of Operations. See Note 16.

At the end of December 31, 2001, we had approximately $6.8 million in unrealized losses in “Accumulated other comprehensive loss” related to fuel hedges.
Included in this total are approximately $6.0 million in net unrealized losses that are expected to be realized in earnings during 2002, Upon the adoption
of SFAS 133 on January 1, 2001, we recorded unrealized fuel hedge gains of $1.3 million, of which $1.2 million was realized in earnings during 2001,

Qur efferts to reduce our exposure to increases in the price and availability of aviation fuel also include the utilization of fixed price fuel contracts.
Fixed price fuel contracts consist of an agreement to purchase defined quantities of aviation fuel from a third party at defined prices. Qur fixed price
fuel contracts are not required to be accounted for as derivative financial instruments, in accordance with SFAS 133. As of December 31, 2001,
utilizing fixed price fuel contracts we agreed to purchase approximately 32 percent of our anticipated fuel needs through March 2002 at a price

no higher than $0.69 per gallon of aviation fuel, including delivery to our operations hub in Atlanta.

Financial instruments that potentially subject us to significant concentrations of credit risk consist principally of cash and cash equivalents and
accounts receivable. We maintain cash and cash equivalents with various high credit-quality financial institutions or in short-duration high-quality

debt securities. We periodically evaluate the relative credit standing of those financial institutions that are considered in our investment strategy.

Concentration of credit risk with respect to accounts receivable is limited, due to the large number of customers comprising our customer base.




The fair values of our long-term debt are based on quoted market prices, if available, or are estimated using discounted cash flow analyses, based on our

current incremental borrowing rates for similar types of borrowing arrangements. The carrying amounts and estimated fair values of our long-term debt
were $268.2 million and $258.5 million, respectively, at December 31, 2001, and $427.9 million and $438.0 milion, respectively, at December 31, 2000.

8. Accrued and Other Liabilities

The components of our accrued and other liabilities were:

As of December 31,

(In thousands) 2001 2000
Accrued maintenance $ 18,562 $19,307
Rotable inventory payable 79,658 -
Accrued interest 7,782 13,105
Accrued salaries, wages and benefits 14,327 10,881
Deferred gains from sale and teaseback of aircraft 44,077 10,122
Derivative liability 8,676 -
Accrued federal excise taxes 20,893 4,348
Accrued lease termination costs 6,663 -
Other 8,872 10,286
149,510 68,049
Less noncurrent derivative fiability (832) -
Less noncurrent deferred gains from sale and leaseback of aircraft (40,409} (8,190)
Other liabilities (41,241) (8,190)
Accrued and other liabilities $108,269 $50,859
7. Indebtedness
The components of our long-term debt, including capital lease obligations were:
As of December 31,
(in thousands) 2001 2000
Aircraft notes payable through 2017, 10.683% weighted-average interest rate $130,186 $131,826
Senior notes due April 2008, 11.27% interest rate 129,046 -
Subordinated notes due April 2009, 13.00% interest rate 14,207 -
Convertible notes due April 2009, 7.75% interest rate 5,500 -
Senior notes due April 2001, 10.25% interest rate - 150,000
Senior secured notes due April 2001, 10.50% interest rate - 80,000
Promissory notes for aircraft and other equipment payable through 2018, 8.27% to 11.76% interest rates - 84,043
Capital lease obligations 1,594 2,034
280,527 427,903
Less unamortized debt discount (12,316) -~
268,211 427,903
Less current maturities {13,439) (62,491)
$254,772 $365412

Maturities of our long-term debt and capital lease obligations for the next five years and thereafter, in aggregate, are (in thousands): 2002-513,439;

2003-$10,270; 2004-$11,479; 2005-$15,116; 2006-315,710; thereafter-$214,513.

We completed a private placement of $178.9 million enhanced equipment trust certificates (EETCs) on November 3, 1999. The EETC proceeds

were used to replace loans for the purchase of the first 10 B717 aircraft delivered, and all 10 aircraft were pledged as collateral for the EETCs. In

March 2000, we sold and leased back two of the B717s in a leveraged lease transaction reducing the outstanding principal amount of the EETCs

by $35.9 million. Principal and interest payments on the EETCs are due semiannually through April 2017.




We entered into an amended and restated financing commitment with Boeing Capital Services Corporation (Boeing Capital) on March 22, 2001,
and a series of definitive agreements on Agril 12, 2001, in order to refinance our 104% ($150.0 million} senior notes and AirTran Airways, Inc.'s 10%%
($80.0 million) senior secured notes due April 2001 (collectively, the Existing Notes), and to provide additional liquidity. The cash flow generated from
the Boeing Capital transactions, together with internally generated funds, was used to retire the Existing Notes at maturity. The components cf the
refinancing are as follows:

{in thousands)

11.27% Senior secured notes of AirTran Airways, Inc. due 2008 $166,400
13.00% Subordinated notes of AirTran Holdings, Inc. due 2009 17,500
7.75% Convertible notes of AirTran Holdings, Inc. due 2009 17,500

$201,400

Under the new senior secured notes issued by our operating subsidiary, AirTran Airways, Inc. (AirTran Airways), principal payments of approximately
$3.3 million plus interest are due and payable semiannually. In addition, there are certain mandatory prepayment events, including a $3.1 million pre-
payment upon the consummation of each of 11 sale-leaseback transactions for B717 aircraft. During the year ended December 31, 2001, 11 prepay-
ments occurred. The new senior secured notes are secured by substantially all of the assets of AirTran Airways not previously encumbered, and are
noncallable for four years. In the fifth year, the senior secured notes may be prepaid at a premium of 4 percent and in the sixth year at a premium of
2 percent. Contemporaneously with the issuance of the new senior secured notes, we issued detachable warrants to Boeing Capital for the purchase
of three million shares of our common stock at $4.51 per share. The warrants have an estimated value of $12.3 million and expire in five years. This

amount will be amortized to interest expense over the life of the new senior secured notes.

Under the subordinated notes, interest is due and payable semiannually in arrears, and no principal payments are due prior to maturity in 2009,
except for mandatory prepayments equal to 25 percent of AirTran Airways’ net income (which, subject to applicable law, AirTran Airways is required
to dividend to us in cash on a quarterly basis for payment to the lender). During the third quarter of 2001, we paid $3.3 milion in principal on the
subordinated notes in accordance with the requirements to pay 25 percent of AirTran Airways’ net income from the second quarter.

The convertible notes bear a higher rate of interest, specifically 12.27 percent if our average common stock price during a calendar month is below
$6.42. This contingent interast feature is considered an embedded derivative under SFAS 133 and had no value at December 31, 2001. Quarterly
valuations will be made and recorded, if necessary, to reflect the derivative’s fair value. Interest is payable semiannually in arrears. The notes are
convertible at any time into approximately 3.2 million shares of our common stock. This conversion rate represents a beneficial conversion feature
valued at $5.6 million. This amount will be amortized to interest expense over the life of the convertible notes, or sconer upon conversion. We are
able to require Boeing Capital’s conversion of the notes under certain circumstances.

During the third quarter of 2001, Boeing Capital exercised approximately two-thirds of their conversion rights resulting in a decrease of $12 million
of principal on the 7.75% Convertible Notes. In connection with the conversion, we issued approximately 2.2 million shares of our common stock
to Boeing Capital. In accordance with generally accepted accounting principles, we expensed $3.8 million of the debt discount and $0.5 million

of debt issuance costs. These amounts are shown on the Consolidated Statements of Operations as “"Other (Income) Expense—Convertible debt

discount amortization,”

The subordinated notes and convertible notes are secured by: (1) a pledge of all of our rights under the B717 aircraft purchase agreement with the

McDonnell Douglas Corporation (an affiliate of Boeing Capital), and (2} a subordinated lien on the collateral securing the new senior secured notes.

The notes contain certain covenants, including limitations on additional indebtedness, restrictions on transactions with subsidiaries and limitations on

asset disposals. We are in compliance with these requirements.

During the last quarter of 2000, we financed the acquisition of three B717 aircraft with promissory notes from Boeing. Subsequent to December 31,
2000, these notes were repaid through the sale and leaseback of the three B717s. Accordingly, these notes were classified as long-term debt at
December 31, 2000.

During 2000, we entered into capital lease agreements for various capital assets (see Note 8).

Substantially all of our assets serve as collateral on the aforementioned debt agreements.




8. Leases
Total rental expense charged to operations for aircraft, facilities and office space for the years ended December 31, 2001, 2000 and 1999 was

approximately $56.7 million, $30.@ million and $21.7 million, respectively.

We lease six DC-9s, one B737 and 22 B717s under operating leases with terms that expire through 2020. We have the option to renew the DC-9
leases for one or more pericds of not less than six months. We have the option to renew the B717 leases for periods ranging from one to four

years. The B717 leases have purchase options at or near the end of the lease term at fair market value, and two have purchase options based on a
stated percentage of the lessor’s defined cost of the aircraft at the end of the 13th year of the lease term. The B717 leases are the result of sale and
leaseback transactions. Deferred gains frorn these transactions are being amortized over the terms of the leases. At December 31, 2001 and 2000,
unamortized deferred gains were $44.1 million and $10.1 million, respectively. See Note 6. We also lease facilities from local airport authorities or other
carriers, as well as office space under operating leases with terms ranging from one month to 13 years. In addition, we lease ground equipment and

certain rotables under capital leases.

The amounts applicable to capital leases included in property and equipment were:

As of December 31,

(In thousands) 2001 2000
Flight equipment $2,627 $2,627
Less: Accumulated depreciation (285) (111)

$2,342 $2,516

The following schedule outlines the future minimum lease payments at December 31, 2001, under noncancelable operating leases and capital leases

with initial terms in excess of one year:;

Capital Operating
{In thousands) Leases Leases
2002 $ 564 $ 81,102
2003 565 81,123
2004 535 76,303
2005 95 74,313
2006 - 72,687
Thereafter - 668,032
Total minimum Jlease payments 1,759 81,053,650
Less: amount representing interest (165)
Present value of future payments 1,594
Less: current obligations (482)
Long-term obligations $1,112

Capital lease obligations are included in long-term debt in our Consolidated Balance Sheets.

9. Comprehensive (ncome (Loss)

Comprehensive income (l0ss) encompasses net income (loss) and “other comprehensive income (loss),” which includes all other nonowner transactions
and events that change stockhoiders’ equity. Other comprehensive income (loss) is composed of changes in the fair value of our derivative financial
instruments that qualify for hedge accounting. Comprehensive loss totaled $6.8 million for 2001, The difference between net loss and comprehensive

loss for 2001 is as follows:

(In thousands) 200171
Net loss $(2,757)
Unrealized loss on derivative instruments (8,8486)

Comprehensive loss $(2,603)




Because our net deferred tax assets are offset in full by a valuation allowance, there is no tax effect of the unrealized loss.
An analysis of the amounts included in “Accumulated other comprehensive loss,” is shown below:

(In thousands)

Balance at December 31, 2000 $ —
January 1, 2001 transition adjustment 1,273
2001 changes in fair value (10,097)
Reclassification to earnings 1,978

Balance at December 31, 2009 $ (6,846)

10. Earnings (Loss) Per Common Share
The following table sets forth the computation of basic and diluted earnings {loss) per common share:

(In thousands, except per share data) 2001 2000 1999
Numerator:
Net income (loss) $ (2,757) $47,436 $(99,394)
Denominator:
Weighted-average shares outstanding, basic 67,774 65,759 65,097
Effect of dilutive stock options - 3,416 -
Adjusted weighted-average shares outstanding, diluted 67,774 69,175 65,097
Basic earnings (loss) per common share $ (0.04) § 072 $ (153
Diluted earnings (loss) per commaon share $ (0.09) $ 0.69 $ (1.53)

The assumed conversions of all stock options and convertible debt in 2001, 2.3 million stock options in 2000 and all stock options in 1999, were
antidilutive and excluded from the computation of weighted-average shares outstanding used in computing diluted earnings (loss) per common share.

11. Stoclk Option Plans

The 1993 Incentive Stock Option Plan provides up to 4.8 million opticns to be granted to officers, directors and key employees to purchase shares

of common stock at prices not less than the fair value of the shares on the dates of grant. With respect to individuals owning more than 10 percent
of the voting power of all classes of our common stock, the exercise price per share shall not be less than 110 percent of the fair value of the shares
on the date of grant. The 1994 Stock Option Plan provides up to 4 million incentive stock options ar nonqualified options to be granted to our officers,
directors, key employees and consultants. The 1996 Stock Option Plan provides up to 5 million incentive stock options or nongualified options to be

granted to our officers, directors, key employees and consultants.

In connection with the acquisition of Airways Corporation (Airways) in 1997, we assumed the Airways Corporation 1995 Stock Option Plan (Airways
Plan) and the Airways Corporation 1995 Director Stock Option Plan (Airways DSOP). Under the Airways Plan, up to 1.2 million incentive stock options
or nonqualified options may be granted to our officers, directors, key employees or consultants. Under the Airways DSOP, up to 150,000 nonqgualified
options may be granted to directors.

On August 8, 2001, we reached an agreement with the National Pilots Association under which our pilots were granted 900,000 options as of that
date and will be granted additional options in 2002 through 2004 based on certain criteria. All options vest over three years.

Vesting and term of all options is determined by the Board of Directors and may vary by optionee; however, the term may e no longer than 10 years
from the date of grant.

Pro forma information regarding net income (loss) and earnings (loss) per common share is required by SFAS 123, which also requires that the
information be determined as if we had accounted for our employee stock options granted subsequent to December 31, 1994, under the fair value
method of that statement. The fair value for these options was estimated at the date of grant using the Black-Scholes option pricing model with the

following weighted-average assumptions for 2001, 2000 and 1999, respectively: risk-free interest rates of 4.31 percent, 8.2 percent and 5.0 percent;
no dividend yields; volatility factors of the expected market price of our common stock of 0.666, 0.586 and 0.648; and a weighted-average expected

life of the options of 5 years.




The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options that have no vesting restrictions and
are fully transferable. In addition, option valuation models require the input of highly subjective assumptions including the expected stock price volatility.
Because our employee stock options have characteristics significantly different from those of traded options, and because changes in the subjective
input assumptions can materially affect the fair value estimate, in management’s opinion, the existing models do not necessarily provide a reliable

single measure of the fair value of its employee stock options.
For purposes of pro forma disclosures, the estimated fair vaiue of the options is amortized to expense over the options’ vesting period.

Qur pro forma information is as follows:

(In thousands, except per share data) 2007 2000 1999
Pro forma net income (loss) $(6,136) $45,059 $(102,173)
Pro forma earnings {loss) per common share:
Basic $(0.09) $0.69 $(1.57)
Diluted $(0.09) $0.65 $(1.57)

The pro forma net income (loss) and earnings (loss) per common share information presented above reflect stock options granted during 1995 and
in later years, in accordance with SFAS 123. Accordingly, the full effect of calculating compensation expense for stack options under SFAS 123 is not
reflected in the pro forma net income (loss) and earnings (loss) per common share amounts above, because compensation expense is recognized over

the stock option's vesting period and compensation expense for stock options granted prior to January 1, 1995, is not considered.

A summary of stock option activity under the aforementioned plans is as follows:

Weighted-
Average

Options Price Range Price

Balance at December 31, 1998 6,790,980 $0.17-23.19 $4.71
Granted 2,571,000 3.03- 6.41 3.52
Exercised (226,420) 0.17- 5.50 4.56
Canceled (495,040) 3.13-21.50 7.04
Balance at December 31, 1999 8,640,520 0.17-23.19 4.16
Granted 1,097,500 4.00- 4.75 4.28
Exercised (63,000) 0.17- 3.88 3.02
Canceled (5670,760) 3.31-21.50 5.46
Balance at December 31, 2000 8,104,260 0.17-238.19 4.17
Granted 1,721,600 6.08-11.00 714
Exercised (1,459,656) 0.17- 8.25 3.48
Canceled (100,365) 4.00-21.38 8.59
Balance at December 31, 2001 9,265,839 $0.17~23.19 $4.79

Exercisable at Pecember 31, 2001 6,614,849 $0.17-23.19 $4.51




The following table summarizes information concerning currently outstanding and exercisable options:

Options Outstanding

Cptions Exercisable

Weighted-
Average Weighted- Weighted-
Remaining Average Average
Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price
$ 017 1,800,000 15 $ 017 1,900,000 $ 0.17
1.00- 4.00 3,035,634 5.5 3.21 2,318,968 3.19
4.03- 5.75 1,979,439 6.8 478 1,219,448 5.02
6.08- 9.12 1,602,666 9.4 7.11 458,333 6.33
9.30-13.25 104,000 4.6 11.55 74,000 12.11
18.38-23.19 644,100 4.1 18.96 644,100 18.96
0.17-28.19 9,265,839 55 4.79 6,614,849 4.51

The weighted-average fair value of options granted during 2001, 2000 and 1999, with option prices equal to the market price on the date of grant, was

$4.22, $2.45 and $2.07, respectively. There were no options granted during 2001, 2000 and 1999 with option prices less than the market price of the

stock on the date of grant.

At December 31, 2001, we had reserved a total of 10,370,755 shares of common stock for future issuance, upon exercise of stock options.

12. Income Taxes

The components of our provision for income taxes are as follows:

(In thousands) 2007 2000 1999
Current provision:
Federal $ 858 $- $ 352
State 130 - -
Total current provision 988 - 382
Deferred provision:
Federal 1,896 - 2,010
State 3586 - 377
Total deferred provision 2,252 - 2,387
Provision for income taxes $3,240 $- $2,739

A reconciliation of taxes computed at the statutory federal tax rate on income (loss) before income taxes to the provision for income taxes is as follows:

(In thousands) 2007 2000 1999
Tax computed at federal statutory rate $ 399 $ 16,603 $(33,829)
State income tax (benefit), net of federal tax benefit 303 1,469 (3,089)
Goodwill 481 483 517
Debt discount amortization 7,083 - -
Benefit of preacquisition net operating loss carryforwards 2,252 - 2,387
Cther 125 54 {200)
Valuation reserve, including the effect of changes to prior year deferred tax assets (1,403) (18,609) 36,953

$ 3,240 3 - $ 2,739




Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liakilities for financial reporting

purposes and the amounts used for income tax purposes. Significant components of our deferred tax liabilities and assets are as follows:

As of December 31,

(In thousands) 2001 2000
Deferred tax liabilities:
Depreciation $ 9,070 $ 4,436
Rent expense 2,841 988
Gross deferred tax liabilities 11,851 5,424
Deferred tax assets:
Deferred gains from sale and leaseback of aircraft 716,749 3,846
Accrued liabilties 4,905 1,181
Federal operating loss carryforwards 36,043 47,959
State operating loss carryforwards 4,095 4,606
AMT credit carryforwards 4,078 3,770
Other 4,827 4,289
Gross deferred tax assets 70,6971 65,651
Valuation allowance (58,840) (60,227)
Net deferred tax assets 717,857 5,424
Total net deferred taxes $ - $ -

For financial reporting purposes, a valuation allowance has been recognized at December 31, 2001 and 2000, to reduce the net deferred income tax
assets to zero. We have not recognized any benefit from the future use of operating loss carryforwards because management’s evaluation of all the
available evidence in assessing the realizability of the tax benefits of such loss carryforwards, indicates that the underlying assumptions of future profit-
able operations contain risks that do not provide sufficient assurance to recognize such tax benefits currently. Although we produced operating profits
in 2001 and 2000, we do not believe this and other positive evidence, including projections of future profitable operations, offset the effect of our

recent cumulative losses.

At December 31, 2001, we had net operating loss carryforwards for income tax purposes of approximately $103 million that begin to expire in 2012.

In addition, our Alternative Minimum Tax credit carryforwards for income tax purposes were $4.1 million.

Prior to the Airways merger, Airways generated net operating loss carryforwards of $23.1 million. The use of preacquisition operating loss carryforwards
is subject to limitations imposed by the Intemnal Revenue Code. We do not anticipate that these limitations will affect utilization of the carryforwards
prior to expiration. For financial reporting purposes, a valuation allowance of $8.1 million was recognized to offset the deferred tax assets related to
those carryforwards. When realized, the tax benefit for those items will be applied to reduce goodwill related to the acquisition of Airways. During 2001
and 1999, we utilized $5.2 million and $6.3 million, respectively, of Airways’ net operating loss carryforwards, and reduced goodwill respectively by the

$2.3 million and $2.4 million tax benefit of such utilization.

13. Impairment Loss/Lease Termination

In response to the expected slowdown in air travel as a result of the September 11th events, we announced on September 17, 2001 an updated
capacity plan whereby we reduced our scheduled operations to approximately 80 percent of our pre-September 11th schedule. With other airlines
similarly reducing flights and grounding older aircraft types resulting in an overall reduction in values in the previously owned aircraft market, we
decided to review our DC-9 fleet for impairment. During the second guarter of 2001, we announced our intention to retire our fleet of four B737 aircraft
in the third quarter of 2001 in order to simplify our fleet and reduce costs. The B737s are being replaced with B717 aircraft. We have subsequently

sold and delivered two of the B737 aircraft and are currently in negotiations to sell the third owned aircraft which is classified as assets held for

disposal and included in other current assets.




in the fourth quarter of 1999, we decided to accelerate the retirement of our 42 DC-9 aircraft to accommodate the introduction of our B717 fleet.

It was our original intent to use the B717s to increase overall capacity while continuing to use the DC-9s into 2005. However, during 1999, the new
management team (including our Chief Executive Officer and President, who joined AirTran in 1999) reevaluated our near- and long-term fleet strategy
and the components underlying such strategy. By October 1999, we determined that it would be cost-beneficial to begin to retire the DC-9s. As a
result, we developed a fleet plan which provided for the retirement of the DC-9s between December 31, 1999 and October 2003, generally coinciding
with the delivery of the B717s. The Board approved the plan in October 1999.

In connection with the 2001 reduction in value of the DC-8s and each of the above mentioned decisions to accelerate the retirement of aircraft, we
performed evaluations to determine, in accordance with SFAS 121, whether future cash flows (undiscounted and without interest charges) expected
to result from the use and eventual disposition of these aircraft would be less than the aggregate carrying amount of these aircraft and related assets.
As & result of the evaluations, management determined that the estimated future cash flows expected to be generated by these aircraft would be less
than their carrying amounts, and therefore these aircraft are impaired as defined by SFAS 121, Consequently, the original cost bases of these assets
were reduced to reflect the fair markst value at the date the decisions were made, resulting in a $28 million impairment loss on the DC-9s and a
$10.8 million impairment loss on the B737s in 2001 and a $147.7 million impairment loss on the DC-9s in 1999. We used appraisals and considered

recent transactions and market trends involving similar aircraft in determining the fair market values.

In addition, spare parts, materials and supplies were written down to the lower of cost or market. Such charges totaled $3.4 milion and $5.8 million in
2001 and 1999, respectively.

We are currently in negotiations with the lessor regarding the disposition of one leased B737. The termination of the lease includes estimated costs
related tc buying out the lease and to bring the aircraft into compliance with the return provisions of the lease agreement. The lease termination charge

was $7.3 million. The remaining balance of accruals for the lease termination at December 31, 2001 was $6.7 million.

14. Employee Benefit Plans

Effective January 1, 1998, we consolidated our 401(k) plans (the Plan). All employees, except pilots, are eligible to participate in the consolidated Plan,
a defined contribution benefit plan which qualifies under Section 401(k) of the Internal Revenue Code. Participants may contribute up to 15 percent
of their base salary to the Plan. Contributions to the Plan by AirTran are discretionary. The amount of our contributions to the Plan expensed in 2001,
2000 and 1999 were approximately $0.3 million, $0.5 million and $0.3 miflion, respectively.

Effective in the third quarter of 2000, we agreed to fund, on behalf of our mechanics and inspectors, a monthly fixed contribution per eligible employee
to their union’s pension plan. In May of 2001, a similar agreement was made on behalf of our maintenance training instructors. During 2001, we
expensed approximately $0.2 million related to these agreements. Beginning in January 2002, additional agreements with our stores clerks and ground
service equipment employees take effect that call for a monthly fixed amount per eligible employee to be made to the union's pension plan. At the time
these agreements take effect, the eligible employee may continue making contributions to the Plan, but there will be no company match.

Effective August 1, 2001, the AirTran Airways Pilot Savings and Investment Plan (Pilot Savings Plan} was established. This plan is designed to qualify
under Section 401(k) of the Internal Revenue Code. Funds previously invested in the Plan, representing contributions made by and for pilots, were
moved to the Pilot Savings Plan during 2001. Eligible employees may contribute up to the IRS maximum allowed. We will not match pilot contributions
to this Pilct Savings Plan. Effective on August 1, 2001, we also established the Pilot-Only Defined Contribution Pension Plan (DC Plan) which gualifies
under Section 403(b) of the Internal Revenue Code. Company contributions were 6 percent of eligible gross wages during 2001, increasing to 7 per-
cent, 8 percent and 10.5 percent during 2002, 2003 and 2004, respectively. We expensed $1.8 million in contributions to the DC Plan during 2001

Under our 1995 Employee Stock Purchase Plan, employees who complete 12 months of service are eligible to make periodic purchases of our
common stock at up to a 15 percent discount from the market value on the offering date. The Board of Directors determines the discount rate which
was increased to 10 percent from 5 percent effective November 1, 2001. We are authorized to issue up to 4 million shares of common stock under this
plan. During 2001, 2000 and 1999, the employees purchased a total of 31,396, 61,626 and 51,318 shares, respectively, at an average price of $6.93,

$4.30 and $3.94 per share, respectively.




15. Quarterly Financial Data (Unaudited)

Summarized quarterly financial data for 2001 and 2000 is as follows:

Quarter
(In thousands, except per share data) First Second Third Fourth
Fiscal 2001
Operating revenues 8178,743 $205,763 $150,677 $134,987
Operating income 17,932 22,485 1,766 (6,874)
Income (loss) before cumulative effect of change in accounting principle 8,457 713,795 (10,594) (14,158)
Net income 8,800 13,198 (10,594) (14,158)
Earnings per share:
Basic earnings (loss) per share before cumulative effect of
change in accounting principle $ 014 $ 020 $ (0.15) $ (0.20)
Cumulative effect of change in accounting principle {0.01) - - -
Earnings (loss) per share, basic $ 0.13 3 0.20 $ (0.75) $ (0.20)
Diluted earnings (loss) per share before cumulative effect of
change in accounting principle & 013 $ 0718 $ (0.15) $ (0.20)
Cumulative effect of change in accounting principle {C.07) - - -
Earnings (loss) per share, diluted $ o.r12 $ o0.718 $ (0.15) $ (0.20)
Quarter
First Second Third Fourth
Fiscal 2000
Operating revenues $132,408 $160,769 $161,459 $169,458
Operating income 11,838 31,622 17,103 20,588
Net income 2,902 22,588 8,891 13,055
Basic earnings per share $0.04 $0.34 $0.14 $0.20
Diluted earnings per share $0.04 $0.33 $0.13 $0.19

The results of the second guarter of 2001 included a charge for impairment/lease termination of $18.1 million. The results of the third quarter of 2001
included the following items: $28 million charge for impairment; $2.5 million of costs related to the events of September 11; $30.3 million government
. grant and $4.3 million of debt discount amortization upon conversion of debt. The results of the fourth quarter included a $1.3 million reduction in the

government grant as a result of a change in the estimated total amount to be received.

During the fourth quarter of 2001 and 2000, year-end adjustments resulted in increasing loss or decreasing income before income taxes by approxi-
mately $1.5 million and $1.6 million, respectively, the majority of which relates to revisions of expenses recorded earlier in the respective year.

During the year, we provide for income taxes using anticipated effective annual tax rates. The rates are based on expected operating resufts and per-
manent differences between book and tax income. Adjustments are made each quarter for changes in the anticipated rates used in previous quarters.
If the actual annual effective rates had been used in each of the quarters of 2001 and 2000, net income (loss) for the first through fourth quarters of
2001 would have been $8.7 million, $11.2 miflion, $(9.9) million and $(12.8) million, respectively, and net income for the first through the fourth quarters

of 2000 would have been $3.0 million, $23.6 million, $9.2 million and $11.6 million, respectively.




18. Subsequent Events

On March 21, 2002, we amended our B717 purchase contract as follows: (i) our commitments to acquire B717s in 2002 increased from 12 aircraft
o 20 aircraft, comprised of 13 firm and seven option aircraft; (i} our commitments to acquire B717s in 2003 decreased from 11 aircraft to 10 aircraft,
comprised of nine firm and one option aircraft; and {iii) purchase depoesits that were previously paid for aircraft deliveries in 2002 will be applied to

future aircraft deliveries, rather than reducing the balance of the total purchase price due at delivery.

We have signed a lease financing proposal from Boeing Capital for 19 (20 at Boeing Capital’s option) new or previously owned B717 aircraft to be
delivered in 2002. According to this proposal, the lease term for each of these aircraft commences upon delivery and will continue for 18 to 12 years,
at which time we can renew the lease at fair market rental or purchase the aircraft at the greater of a predetermined amount or its fair market value. If
completed as contemplated, this lease financing will reduce our aggregeate funding requirements for aircraft commitments to $211.3 million representing

the aircraft to be purchased in 2003. Funding is subject to finalization of definitive agreements and cther conditions. See Note 4.

On March 13, 2002, we terminated all our derivative agreements with the counterparty. The current fair valug of the derivative liability on the termination
date was estimated to be less than $1.0 million, as compared to a liability of $8.7 million at December 31, 2001. Since this is an early termination of

derivative contracts, losses of $6.8 million at December 31, 2001, deferred in other comprehensive loss will continue to be reclassified to earnings as

the related fuel is used through September 2004. See Note 5.




Report of Independent Auditors

The Stockholders and Board of Directors

AirTran Holdings, Inc.

We have audited the accompanying consolidated balance sheets of AirTran Holdings, Inc., as of December 31, 2001 and 2000, and the related
consolidated statements of operations, stockholders' equity (deficit), and cash flows for each of the three years in the period ended December 31,
2001. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial

statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of AirTran Holdings,
Inc., at December 31, 2001 and 2000, and the consolidated results of its operations and its cash flows for each of the three years in the pericd ended

December 31, 2001, in conformity with accounting principles generally accepted in the United States.

As discussed in Note 2 to the financial statements, in 2001, the Company changed its method of accounting for derivative financial instruments.

Atlanta, Georgia
January 28, 2002
except for Note 16 as to which the date is March 21, 2002
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